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THE CHANGING CHARACTER OF 
BANKING 


HAT banking in the United States 

has undergone some _ striking 

changes in characier in_ recent 
years is a_ well-known fact. These 
changes are still taking place, and 
others of an even more striking nature 
may be in prospect. 

Some of the changes that have al- 
ready taken place readily occur to the 
mind. They relate to such well-known 
developments as the decline in commer- 
cial paper holdings and the increase in 
investmenis; loans on real estate by na- 
tional banks (once prohibited); per- 
sonal loans; service charges, and con- 
sumer credits. 

Perhaps the last mentioned develop- 
ment is the most significant of all, for 
it represents a marked departure from 
the orthodox theory of commercial 
banking. This theory was, in essence, 
that true. commercial bank credit was 
that arising out of the progress of com- 
modities from the producer to the con- 
sumer. Its main tenet held that once 
the product reaches the consumer, the 
credit was exiinguished. Now that credit 
is being extended to the consumer him- 
self, this theory falls to the ground. 
This represents not. only a marked 
change in the banking process, but it 
may also have a profound effect upon 
our national economy. 

How the banks are entering the field 
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of consumer credit is shown by a study 
of “Sales-Finance Companies and 
Banks’ Holdings of Retail Installment 
Paper,” published recently by the 
Bureau of the Census. From this study 
it is learned that: 


Sales-finance companies since the start 
of the business have been heavy borrowers 
from banks, but increasingly since 1934 
banks have entered the sales-finance field 
themselves and are purchasing large quan- 
tities of retail installment paper directly 
from dealers or to a smaller extent through: 
paper-purchasing companies. At the end 
of 1939 bank holdings-of this class of paper 
totaled $541,243,000, or 28.6 per cent of the 
combined holdings of banks and_sales- 
finance companies. Of the 13,493 insured 
commercial banks in the country 10,381 re- 
ported that they handled retail installment 
paper. 


Of the retail installment paper held 
by banks in 1939, it appears that prac- 
iically 73.8 per cent was automotive 
and 26.2 per cent other retail. 

For a long time the banks were dis- 
posed to regard this line of business as 
involving undue risks, and they pre- 
ferred to make loans to the finance com- 
panies, leaving to them the financing of 
the retailer. This phase of the subject 
is thus referred to in the study of the 
Census Bureau: 


Despite its favorable showing from the 
start, many bankers and economists still 
believed that the installment finance busi- 
ness was unsound and warned that the next 
depression would see widespread bank- 
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ruptcy of finance companies and repudia- 
tion of obligations by customers, with heavy 
losses to banks. But 64 companies went 
through the recession of 1920-21 without a 
single failure and 52 new companies were 
organized in 1921-22, 


The changed attitude of the banks in 
regard to this business was, in part, due 
to recognition of its comparative safety, 
but was also influenced by the slack de- 
mand for ordinary commercial loans, 
and by a recognition of the fact thai 
the finance companies were safely earn- 
ing profits which the banks might just 
as well have for themselves. 

It is yet too early to determine 
whether the banks will make as good 
a record in handling this business as 
made by the finance companies. For 
some iime, at least, they will lack the 
same amount of experience, and in some 
cases the banks engaging in the business 
will not have the adequate capital of 
the finance companies. To the extent 
that the business is locally handled, the 
banks will have the advantage of being 
in closer relations with those to whom 
credit is extended. 

The development under consideration 
is not entirely in contravention of the 
orthodox theory of commercial banking 
stated above. For example, in the auto- 
motive field, the product is one of slow 
consumption, representing a consider- 
able value for some time after the prod- 
uct is sold. 
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SOME PECULIARITIES OF THE 
RECENT CAMPAIGN 


HERE were some features of the re- 

cent national campaign that may be 
considered as peculiar, in that they were 
not such as customarily enier into these 
contests. 

The first of these was that relating 
to the third term. Never before in the 
history of the United States had ihe 
voters been called on to decide this ques- 
tion at the polls. (Theodore Roose- 
velt’s candidacy in 1912 can hardly be 
classed as an exception.) 

Another peculiarity of the late con- 
test, though less unique than the one 


374 


just cited, was the ability of the Admin- 
istration in power to divert attention 
from its domestic policies to those of 
foreign affairs. 

Nor must ihe practical disappearance 
from the campaign of issues relating to 
monetary policies and publi¢ finance be 
regarded as other than peculiar under 
the circumstances. For novel and dis- 
turbing monetary policies have lately 
been adopted, and both the public debt 
and the annual and total deficits have 
assumed alarming proportions. Yet, 
neither of these vital questions received 
much attention during the campaign. 

Perhaps in no ‘other national cam- 
paign have there been so many people 
dependent, in one way or another, upon 
support being received from ihe public 
treasury, with a corresponding influence 
on their voting proclivities. 

Since the result of the election had 
not been determined at the date of is- 
sue of this number of THE BANKERS 
MAGAZINE, it is impossible to state the 
extent of the influence of these factors 
in deciding the election. But the student 
of American political history must re- 
gard them as subjects of interesting 
speculation, and not lacking in impor- 
tance in their relation to the country’s 
good, 

From the practical standpoint, it must 
be apparent that the inirusion of extra- 
neous issues into the campaign tended 
to obscure those of greater moment. 

It probably is always of less impor- 
tance which candidate will make the 
better President as what measures will 
best promote the national welfare. 
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ONE PHASE OF DEFENSE 
FINANCING 


ANKERS are prompt in declaring 

their readiness to assist the national 
defense program by making loans for 
such purposes. To aid them in doing 
so, provision has been made permitting 
the assignment to banks of contracts of 
the Government for the various types 
of manufacture and consiruction which 
the program requires. 
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‘Tus institution, one of the 
few very large banks that oper- 
ates solely in the commercial 
field, by tradition, policy, and 
practice is peculiarly a “bankers’ 
bank.” 


Thus by intent and purpose 
our entire organization consists 
of specialists of long experience 
in caring for the diversified needs 
of an ever widening circle of 


correspondent banks. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


Capital, Surplus and Undivided Profits 
$43,000,000 


Member of Federal Deposit Insurance Corporation 
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Royal 


Bank 


of Scotland 


(Incorporated by Royal Charter, 1727) 


HEAD OFFICE : St Andrew Sq., EDINBURGH 


Branches throughout Scotland. 


LONDON OFFICES : 


3, Bishopsgate, E.C.2 
8, West Smithfield, E.C.1 


49, Charing Cross, S.W.1 
Burlington Gardens, W.|1 


64, New Bond Street, W.1 


COMPLETE BANKING 
FACILITIES 


It would appear at first sight that 
collateral of this sort would afford a 
high degree of security, since the real 
debtor is the Government of the United 
States. But it must be obvious, on 
closer study, that the real security con- 
sists in the profit the contract may af- 
ford. Where the contract either results 
in no profit, or even in a loss, the se- 
curity will be correspondingly impaired, 
so far as it rests on the contract alone. 

There have been bankers who did not 
regard contracts of this kind as an asset 
at all, but as a liability. They have 
held that whoever entered into an en- 
gagement for production or consump- 
iion had contracted a liability, not re- 
lieved until the contract had been 
fulfilled. That bonds are required in 
some cases for the carrying out of cer- 
tain contracts, sustains this view. 

These theoretical considerations aside, 
it will be seen that the real asseis in 
these Government contracts assigned to 
the banks consist in the profits to be 
made—thus affording an additional 


376 


evidence of sustaining the profit motive 
in business. 
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NEW YORK CLEARING HOUSE 
ASSOCIATION 


S the leading financial center of 

the United States, the transactions 
of the New York Clearing House Asso- 
ciation are of interest to the bankers of 
the entire country. 

From the annual report for 1940, it 
is learned that the members of this or- 
ganization are fewer by 50 per cent than 
at the time the Association was formed 
in 1854, the respective membership be- 
ing 50 for the fiscal year ending Sep- 
tember 30, 1854, and 21 for ihe year 
1940. The highest membership was 67 
in 1895, and it again reached that fig- 
ure in 1911, after some decline in the 
intervening years. It fell to 40 in 1924. 
and since then has declined to the pres- 
ent 21. But in addition to the member- 
ship, there are 384 branches of members 
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whose items are cleared through the ex- 
changes, making a total of 408 banks, 
trust companies and branches using the 
facilities of the Clearing House. 

In 1914, which marks the time when 
the Federal Reserve banks got into op- 
eration, the clearings aggregated $89,- 
760,344,971, from which date there was 
a fairly uninterrupted advance io a high 


of $456,937,947,312 in 1929. After 
1929, there was a decline to a low of 
$154,571,822,373 in 1933. By 1937 the 
total had risen to $194,891,611,115. 
There was a decline again in 1938, fol- 
lowed by a rise in 1939. But the total 
of $157,508,323,795 for the year end- 
ing September 30, 1940, was the lowest 
since the depression year of 1933. 


Bankers’ Place in Preparedness Program 


HE most effective aid which bankers can give at this 

time is to keep a level head, their feet on the ground, 

and to give proper appraisal to all the factors as they 
may arise to see that the financial structure of the nation 
is kept sound, solvent and in first class order. Pressure 
may develop from sources inclined to be hysterical; propa- 
ganda will be active; rapidly changing conditions will call 
for unusual perspicacity; and the need for sound judgment 
will be greater than at any time possibly in all our history. 
Bankers can be and should be a sound stabilizing factor 
of business and industry. It is just as important to con- 
serve and to encourage the regular normal business activ- 
ities as it is to promote those that are designed to insure 
the safety of the nation. The end of the present conflict, 
no matter how it is decided, will see problems of economics 
and business readjustments that will need the best judg- 
ment and brains of the banking profession. To wait until 
the time arrives to formulate a solution would result in 
great harm—plans made in advance may need minor ad- 
justments which can be readily made when the time comes, 
but if policies and procedures are carefully planned in 
advance the resultant shock will be greatly cushioned. 
Bankers have a great task and an important part to play 
in the immediate future to keep our country at the fore- 
front—Homer Gebhart, Secretary, West Virginia Bankers 
Association, in a recent association bulletin. 
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War Effects on 


Banking Credits 


HAT is the war doing to banking 
credits? That is a question 
which every bank loaning officer, 

and especially the officer in charge of 
the credit files of a bank, cannot help 
but ask himself repeatedly during these 
hectic days. The general impression is 
that the war, because it has necessitated 
heavy armament expenditures in this 
couniry and because Great Britain is 
drawing on us increasingly for supplies, 
is going to stimulate business if it does 
not produce an actual boom. But does 
greater business activity in general 
necessarily mean that all types of busi- 
ness and all classes of borrowers— 
actual and potential—are going to share 
alike in this advance or even partici- 
pate in it at all? It does not take any 
profound analysis to come to a negative 
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By Paul M. Atkins 


Consulting Economist, New York City 


answer to this question. But this answer 
does not settle the banker’s problem. 
Rather, it leads to new and more diffi- 
cult questions. Which industries are 
being, or likely to be, favorably affecied 
by developments, and which are prob- 
ably going to suffer on account of them? 
More specifically, which particular bor- 
rowers from the bank are the ones 
whose position is most likely to be 
changed, and in what direction? 

These are questions to which the ordi- 
nary credit analysis does not give satis- 
factory responses. The study of balance 
sheets and income statements, their com- 
parisons and the use of many significant 
internal ratios which form the backbone 
of the usual careful credit analysis and 
which are properly relied upon during 
practically the whole gamut of the 
usual business cycle are inadequate and 
may be quite misleading when the verv 
basis of civilization as we know it is 
being shaken to its very roots. It is 
nécessary to go further and deeper and 


Dr. Atkins, author of the recently published 
book, “Bank Bond Investment and Second- 
ary Reserve Management,” and former Spe- 
cial Liauidator of Securities for the Comp- 
troller of the Currency, was for many years 
a management engineer and accountant, and 
served as an officer in France during the 
last war. Thus he is exceptionally well 
qualified to write on this subject, being 
familiar with the practical problems of in- 
dustrial and commercial corporations as 
well as banking, and viewing the present 
war from a professional standpoint. 
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TABLE I 
EXPORTS OF MERCHANDISE—BY DESTINATION 


(in thousands of dollars) 


Eight Months Ending August 
1939 

RO TRO 
38,504 

43,209 

283,265 
12,970 

107,599 
310,307 
33,076 

55,064 

14,140 

10,802 

51,747 


Total 
Argentina 
Belgium 
Canada 
Denmark 
France 

Great Britain 
Italy 
Netherlands 
Norway 

Spain 

Sweden 


August 

1939 1940 
$250,102 $349,928 
4,675 10,170 
5,379 i 
42,230 
1,324 
22,302 f 
47,090 125,309 
3,027 6 
8,115 2 
1,531 27 
2,371 762 


5,711 1,804 


1940 
$2,734,745 
84,795 
24,999 
450,762 
6,047 
252,724 
592,246 
52,076 
34,208 
14,792 
24,017 
34,561 


(*less than $500.00) 


to determine credit policies on a care- 
ful study of the fundamental economic 
changes now going on. 


Export Shifts 


Let us take a hasty glance at some of 
the shifts in our business activity which 
have occurred during recent months, 
Since the war has directly and imme- 
diately affected our foreign trade, a few 
export figures, such as those shown in 
Table I, are enlightening. 

These figures throw some interesting 
sidelights on the forces which are affect- 
ing American business. We note that 
our total exports both for August alone 
and for the first eight months of this 
year exceeded the figures for the corre- 
sponding periods of 1939. But as we 
consider some of the details, we find 
that there have been some exceedingly 
sharp shifts. France, for example, dur- 
ing the first eight months of this year 
took vastly more of our goods than dur- 
ing the same months of 1939. On the 
other hand, our exports to her fell off to 
an insignificant amount in August of 
this year, and probably will remain at 
this level for the remainder of the war. 
Our exports to Iialy have followed the 
same general course. The data in this 
table simply substantiate what we know 
has been taking place—that our export 
trade to the continent of Europe has 
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now been reduced to the vanishing 
point but that it has been greatly in- 
creased in so far as Great Britain and 
Canada are concerned. 

When regarded from the national 
standpoint, it may be said that business 
activity is being stimulated by an in- 
crease of exports. But bank credits can- 
not be judged from a national stand- 
point; ihey must be evaluated in terms 
of the specific company, and here par- 
ticular cases vary greatly from the gen- 
eral trend. Some companies may find 
their business improved and others re- 
tarded by the shifts in exports. Let us 
see, therefore, how different classes of 
exports have been affected during recent 
months. 

On examining Table II, we find that, 
while exports of raw cotton have in- 
creased heavily for the first eight 
months, exports of most of the other 
important classifications of agricultural 
products have declined, some of them 
severely. Exports of manufactured 
goods have, in general been larger this 
year than last, but this is by no means 
universally true as is indicated by the 
figures for automobiles, sawmill prod- 
ucts and certain manufactured foodstuffs 
and tobacco. 

The significance of these figures lies 
not only in the substantiation which they 
bring to the statement that the increases 
in exports were not affecting all types 
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TABLE II 


EXPORTS OF 


MERCHANDISE—BY 


COMMODITIES 


(in thousand of dollars) 


Eight Months Ending August 


Cotton, unmanufactured 
Grains and preparations 
Fruits and nuts 
Tobacco, unmanufactured 
Machinery 

Petroleum products 
Automobiles and parts................. 
Iron and steel 
Chemicals 

Non-ferrous metals 
Aircraft and parts 
Sawmill products 


of industry alike, and that, while some 
lines were being stimulated, others were 
being retarded by the shifts in our ex- 
port trade; it is also found in their 
applicability to banks regardless of 
location or size. The banker in ihe in- 
terior cannot possibly afford to take the 
attitude that this is only a problem of 
export credits which is up to the big 
banks in the principal seaports along 
the east and wesi coasts to solve; it is 
just as much a problem for bankers 
everywhere. The bank in a small town 
in apple or citrous fruit areas where 
fruits have been raised heretofore for 
export may find his problem of evaluat- 
ing the credit position of some of his 
customers far more difficult of solution 
than that of some large city bank whose 
customer was caught with important ex- 
tensions of credit in Belgium or in the 
Netherlands at the time when those 
countries were invaded by Germany. 


Import Problems 


But foreign trade is not a one-sided 
transaction. We must and do buy goods 


abroad as well as sell them there. It is 
quite as essential to our national well 
being to bring goods into this country as 
to send them out. In this connection, we 
think primarily of raw materials. As 
yet, the war has not cut us off from any 
of our principal sources of supply. The 
British blockade has curtailed our com- 


$ 86,100 


August 
1939 


$11,600 
7,400 
7,500 
7,900 
43,600 
32,700 
14,900 
17,700 
12,100 
15,700 
12,100 
4,000 


1939 1940 
$185,200 
55,700 
26,300 
34,100 
430,000 
224,600 
164,700 
322,500 
112,200 
152,500 
198,600 
24,800 


1940 
$ 3,600 
5,500 
2,500 
3,100 
56,800 
23,700 
15,600 
58,800 
13,100 
23,200 
37,400 
3,600 


71,200 
49,100 
51,500 
333,000 
244,600 
177,700 
131,300 
92,000 
85,600 
70,200 
28,200 


merce with Europe, not wiih Africa, 
Asia and South America whence come 
most of the crude materials and food- 
stuffs which we import. From the na- 
tional standpoint, therefore, the war and 
the blockade have not as yet created 
import difficulties for us on any major 
scale. 

A siudy of individual situations re- 
veals the problems which the cutting off 
of certain classes of imports have 
caused particular corporations. Take. 
for example, the large number of Swiss 
watches which were annually imported. 
or the diamonds from Amsterdam and 
Antwerp, or even such articles as china 
from France or lamps from Czecho- 
slovakia. It is beside the present point 
to say ihat none of these things are 
indispensable or can be produced in 
this country in sufficient quantity and 
of adequate quality to meet our national 
needs. That does not help out the 
banker who has made loans to concerns 
which are dependent on imports of 
goods for their existence. The banker 
and his customer who are in this position 
have a common problem of major im- 
portance. 

So far the discussion has been limited 
to those cases where the war has already 
affected the position of a business by 
cutting off or greatly reducing the 
supply of imporis upon which it ¢e- 
pends. But the war is not yet over. (On 
the contrary it is becoming more in- 
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tense, and our Government is taking 
steps to increase our armament tremend- 
ously. What influence is this going to 
have on the availability of imports for 
non-armament purposes? An extension 
of the war area may cut us off from our 
principal sources of certain basic mate- 
rials. If this occurs, obviously non- 
military industries using these materials 
will be the first to be affected. Even if 
this does not happen, the extent of our 
armament program and our commit- 
ments to Great Britain may necessitate 
a rationing of these materials. The 
effect would be the same on the com- 
panies under discussion. Aside from 
the possibility of having the supply 
actually cut off for one reason or an- 
other, there is always the possibility of 
price increases taking place in these 
materials, increases that may so augment 
the cost of production that the sales of 
the goods produced by the corporations 
in question might be seriously handi- 


TABLE 
PRODUCTION—INDEX 


INDUSTRIAL 


capped with consequent unfavorable re- 
actions on their credit positions. 


Production Changes 


That the war has affected American 
business quite aside from its foreign 
commerce is shown by the changes 
which have taken place in the rate of 
production of many types of industry. 
A glance at some of the figures pub- 
lished by the Board of Governors of the 
Federal Reserve System (See Table III) 
shows this. 

These figures indicate thai, as a 
whole, industry has experienced a sub- 
stantial growth during the past year. 
They also show, however, that there 
have been wide variations and that, in 
some lines, output has not risen but 
has declined. The fact that the war 
has been a major influence in this de- 
velopment is evidenced by the extraordi- 
nary increases in those industries which 


III 
NUMBERS 


(adjusted for seasonal variation) 


Industrial production, total 
Manufactures, total 
Manufactures, durable 
Manufactures, nondurable 
Iron and steel 

Machinery 

Aircraft 

Shipbuilding 


Lumber and products............. 


Cement 


Textiles and products...... era iice 


Cotton consumption 
Rayon deliveries 
Silk deliveries 
Woolen and worsted cloth 
Leather and products 
Shoes 

Wheat flour 

Meat packing 
Tobacco products 
Petroleum refining 
Coke 

Beehive coke 
Minerals, total 
Copper production 
Iron ore 


August, 1939 
104 
107 
105 
108 
111 
104 
li 
133 
105 
112 
111 


August, 1940 
122 
123 
134 
113 
158 
138 
382 
211 
114 
115 
114 
114 124 
129 130 
82 61 
103 104 
103 93 
107 99 
106 99 
113 119 
110 106 
111 (July) 108 
104 139 
40 248 
91 116 
(July) 103 (July) 150 
164 
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are directly related to armament—iron 
and steel, aircraft, shipbuilding, coke, 
machinery. On the other hand, certain 
industries, more particularly — those 
which are engaged primarily in ihe 
fabrication of consumer goods, have 
advanced only slightly or have declined. 
At first glance, it might appear as 
though the answer to the problem of 
the extension of bank credits was not 
difficult—go slow with consumer goods 
industries and follow up carefully the 
current positions of companies in ihis 
group; be liberal and fearless in ex- 
tending credit to the corporations in the 
war industry classification. Unfortu- 
nately, the situation is not as simple as 
it may first appear. In the first place, 
some of ihose industries which have so 
far experienced little stimulation from 
the war will probably show important 
gains later. For example, the large addi- 
tions to our army will necessitate a 
tremendous number of pairs of shoes 
and vast quantities of clothing. To be 
sure, to a substaniial degree army 
orders for such goods will replace orders 
which would otherwise come from the 
civilian population. An army, how- 
ever, always consumes more food and 
clothing than does a_ corresponding 
number of civilians. Hence, there will 
undoubtedly be an increased output in 
these lines. Furthermore, as business 
activity grows and the earnings of 
workers expand, the demands of the 
ordinary population for consumer goods 
will undoubtedly develop, and new 
orders will come from ihis source. Al- 
ready the sales of department stores 
have shown a marked upward trend. 
On the other hand, industries which 
have heretofore enjoyed satisfaciory re- 
turns may find themselves limited by 
war production. With the large num- 
ber of unemployed in this country, it 
would seem that it should be possible 
to withdraw several million men from 
civil life, expand our rearmament pro- 
gram, and still provide the additional 
supplies of ordinary goods which may 
be required. Ii is not certain, however, 
that some industries may not find them- 
selves handicapped because of the with- 
drawal of skilled workers to industries 


more essential to the national defense 
than those in which they are now en- 
gaged, and that limitations may not be 
placed upon the use of certain materials 
essential to their operation. 

As the industries which have shown 
the most rapid growth during the past 
year are surveyed, certain future prob- 
lems loom up in ihe background. Even- 


_ tually the war will come to an end, and 


there will be a greatly reduced volume 
of orders for munitions and _ allied 
products. When this time comes, some 
of the companies which are now ex- 
periencing highly profitable operations 
may find themselves in a far less profit- 
able position, and banks which have 
extended them credit on a too liberal 
basis may find difficulty in securing a 
repaymeni of their loans. The time for 
a bank to protect itself against such 
troubles is now, and not a few years or 
months hence. 

The problem of correctly determining 
a bank credit policy—of deciding where 
to restrict the granting of credits and 
of where to extend them generously—is 
noi one which is limited to banks in 
any one part of the country or to the 
larger banks alone. It is a problem 
which confronts the banks in the agri- 
cultural areas of Iowa and Kansas, in 
the mid-continent petroleum region of 
Oklahoma and Texas, in the cotton sec- 
tion of Georgia and Alabama, in the 
tobacco region of Norih Carolina and 
Virginia, in the lumber area of the 
northwest and in the fruit and vegetable 
districts of California and Florida quite 
as much as in the industrial region of 
Pennsylvania, Ohio, Michigan and 
Illinois or the seaports of New York, 
Boston, Philadelphia or Baltimore. It 
is a national problem which will grow 
in importance wiih the coming months 
and to which bankers everywhere must 
address themselves. 


War Analysis Essential 


But if the usual and tested methods 
of credit analysis which banks have 
heretofore employed with success are 
not adequate under existing conditions, 
what is needed to supplement them? 
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The answer is found in an analysis of 
the developmenis which are coming out 
of the war, some of which have already 
been suggested. The war is causing a 
major dislocation in the economic 
structure and functioning of the world 
as we have known it. The depression 
which started in the late twenties and 
the efforts at reconstruction which were 
subsequently attempted seemed to many 
to be a revolution, and in some ways 
they were. They were minor in their 
effect, however, when compared with 
what the war has already done and 
what it promises to do in ihe immediate 
future. 

In order to deal with the existing 
situation as it impinges on the present 
and future credit position of industrial 
companies, it is necessary to analyze 
the economic faciors which are condi- 
tioning and which are likely to domi- 
nate the future of each company. The 
forces which are at work are not only 
those which may be regarded as strictly 
economic in character, but they include 
military, political and social factors as 
well. In so far as a particular corpora- 
tion is concerned, their impact is feli 
through the economic effects which they 
have upon that company and they may, 
therefore. be considered as a part of 
the economic influences which need to 
be analyzed. 

The more important groups of eco- 
nomic factors which control the affairs 
of a business corporation and hence its 
credit position are the following: 

1. Markets for products or services 

2. Supply of materials required for 
the operation of the company 

3. Labor supply 

4. Financial factors 


Markets and Materials 


With the changes brought on by the 
war, it is clear that the markets for the 
products or services of a company re- 
quire careful analysis to determine 
whether they are likely to expand or 
contract on account of the conflict. It 
is equally necessary to study the imme- 
diate causes which will decide the trend 
that they will take. The ordinary market 
survey will not be sufficient, for many 
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of the faciors—amount of population 
in a given area, the average income and 
division of income among the popula- 
tion, their previous buying habits, etc.— 
are likely to be quickly, and perhaps 
fundamentally, modified by the changes 
produced by the war. For example, it 
is necessary to investigate the credit 
position of a company to determine how 
it may be affected directly or indirectly 
by the operation of the draft act and 
the resultant moratorium on soldiers’ 
and sailors’ accounts. It is essential to 
dig below the surface and estimate the 
probable effect of the conflict upon the 
many factors involved—in short, to 
make an economic survey rather than 
a market survey before attempting to 
evaluate the sales possibilities of the 
coming months for the individual cor- 
poration. 

The same iype of problem exists in 
the case of the supply of materials 
which the company in question requires. 
Here it is necessary to study the vari- 
ous sources of supply and their avail- 
ability under varying conditions. It 
involves not only an investigation of 
where the materials are physically at- 
tainable, but the means of transporting 
them to the place where they are needed. 
It may require a study of possible sub- 
stitutes to replace materials which 
cannot be had either because the war has 
cut the means of transportation for them 
or because of Government regulations, 
such as priorities limiting their use by 
the company in question. 

Both the analysis of the market pos- 
sibilities and the sources of supply of 
materials must be made in conjunction 
with an investigation of prices. The cost 
of the materials used is an important 
factor in determining selling price, and 
the selling price is likewise a vital fac- 
tor in ascertaining the potentialities of 
ihe market. Such studies of indivdiual 
prices must be correlated with an inves- 
tigation of price levels, wage rates and 
the real income of the mass of the popu- 
lation. 


Labor and Finance 
The mention of wages naturally leads 


to a consideration of the labor situation 
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and the effect of the war on the supply 
of labor upon which the company under 
consideration can draw. The draft will 
remove a certain proportion of the 
labor supply. The demand for men 
trained in various crafts, who are needed 
in factories engaged in rearmament 
work, may eliminate still more of the 
type of workers which a corporation 
may require. And labor regulations 
and union rules are likely to prove 
added complicating factors in certain 
istances. All these elements demand 
careful study together with an investi- 
gation of the possibility of using women 
and girls for some of the operations for 
which men are now employed. 

And finally, the financial situation is 
a major factor. It does not now seem 
probable that interest rates will rise 
so high as to be a serious bar to the 
successful conduct of the affairs of any 
corporation where the other elements 
involved in its operation are satisfac- 
tory. On the contrary, it now appears 
likely that interest rates will remain 
low. In spite of the large volume of 
excess reserves now possessed by banks, 
it is possible that funds may not be 
available in adequate volume for indus- 
tries which are not considered essential 
to rearmament. Those which are in 
that essential class can feel reasonable 
assurance that their activities will not 
be restricted for lack of funds. The 
Federal Government will undoubtedly 
see to that. Other industries, however, 
cannot regard themselves as similarly 
protected. Already there is talk in 
some quarters of some kind of “com- 
pulsory savings” for the benefit of the 
war financing of the Government. This 
plan does not appear as an immediate 
probability, but it is an eventuality 
which cannot be casually dismissed by 
any thinking banker or business man. 
In brief, probable developments in the 
financial world as the result of the war 
and the activities growing oui of it 
demand research in determining the 
credit possibilities of a corporation. 


What the War Is Doing 


What then, is the war doing to bank 
credits? In the first place, it is causing 
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some to deteriorate and others to im- 
prove. li is changing the position of 
all of them as businesses either do or 
do not reorient themselves to the new 
conditions which the war is developing. 
In the second place, it is necessitating 
a different type of analysis as a basis 
for determining customer credit from 
that which has been hereiofore applied 
by informed bank credit and loaning 
officers. It is emphasizing the essen- 
tial character of a thorough economic 
investigation as a foundation upon 
which to base an evaluation of the prob- 
able future position of a corporation. 
Furthermore, it stresses ihe indispen- 
sability of intimate studies of individual 
corporations. An economic trend which 
affects one bank customer favorably 
may, at the same time, be the cause of 
the failure of another. 

The war has created a condition from 
which alert and capable bankers who 
undersiand its nature and act accord- 
ingly may profit, but which is likely to 
cause the downfall of bankers who fail 
to appreciate its significance to their 
credit policies and to their banks. 


® 
DIFFUSE ECONOMIC KNOWLEDGE 


By virtue of the fact that his institu- 
tion is in many respects the keystone 
of the business and credit structure of 
the country, the banker must champion 
courageously those principles he knows 
by long experience are sound. The 
most effective weapon against unsound 
theories and unwise experimentation is 
not indignation, but a wider diffusion 
of knowledge. The banker must bring 
to the difficult problems of his time a 
rich fund of knowledge concerning the 
functions of our economic order. In 
many nations today there are men who 
are not merely criticizing the world’s 
accepted social institutions; they are 
challenging the very foundations of the 
social order. And the records of his- 
tory show that no society is assured of 
perpetuity. It must critically test, and 
continually justify, itself—Herbert V. 
Prochnow, Assistant Vice President, The 
First National Bank of Chicago, in a 
recent address. 
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THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 


Statement of Condition, September 30, 1940 


RESOURCES 


CasH AND DuE From BANKS ......... .« «© $1,440,939,577.81 


U. S. GoOvERNMENT OBLIGATIONS, DIRECT AND FULLY 
GUARANTEED ban & Ria wk ee ee a SOR 


STATE AND Site Sucuneetin 6 ee wots 4 & Se Sees 
StocK oF FepERAL Reserve BANK ......... 6,016,200.00 
OTHER SECURITIES. . . bee Stik ner Vikaiceerl ae 174,398,372.65 
Loans, DIscouNTs AND mieianie? penbennieds SS ate ee 625,579,472.59 
PUI gg er Ge Fe ne ge a: nah ay ee wee 32,494,257.80 
NPE NE, | GSP ie, ee an ee wee 8,103,821.26 
MortcGaces Be et bs Btheh Retake “9.5 ta te el Cae ates is 10,439,720.99 
CUSTOMERS’ Santee tantie eo ee tel nt a ees Betas 9,614,347 .62 
gl ORIEL SS eS d Ge ge ee a ae 11,117,675.61 


$3,522,989,760.46 


LIABILITIES 
CapitaL Funps: 
(Camas GOCE. 6 6 oe ts ts $100,270,000.00 


SURPLUS ree oy AGL eee ae 100,270,000.00 
UNDIVIDED Seti Ee a ee ae 36,534,547 .83 


$ 237,074,547.83 
Reserve rom CONTEVONNCIIS . . . . 1 ss ss @ 14,331,365.48 
RESERVE FoR TAXES, INTEREST, ETC.. . . . .... . 2,166,275.80 
o> se Se SN a oe ee ee ee 
ACCEPTANCES Conia ae ae Lntihate 10,788,799.13 
LIABILITY AS ENDORSER ON Activia AND a BILLs 133,265.66 
ree LS Sk te we we Se ee ee 7,153,559.65 


$3,522,989,760.46 


United States Government and other securities carried at $174,802,680.00 are pledged to 
secure public and trust deposits and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 
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Essentials in 


Defense Financing 


N war or a huge defense program like 

ours there are two directions in 

which we might travel. One is to 
copy the authoritarian methods, to be- 
come ourselves a socialistic state in 
the sense that the Government would 
be given absolute control over the life 
of the people. It is appalling to dis- 
cover how many people are willing to 
adopt that sort of solution for the 
present problems of the United States. 

Certain compulsions beyond those of 
peace-time are unquestionably required 
in time of war and emergency, but how 
far must they go? Is there another 
alternaiive to complete regimentation 
of the lives of the people? I believe 
there is, and that it is to be found in the 
capacity of a democracy for analyzing 
its problems and for subjecting itself 
voluntarily to the disciplines required 
by the situation. 

It is worth recalling that we fought 
and won the last war in this general 
way, and that the inflation in this coun- 
try was limited, at least in some meas- 
ure, by deliberate forms of self-re- 
straint. We limited the expansion of 
bank credit in iwo ways: first, by the 
Liberty Loan campaigns, through which 
a considerable part of war costs was 
met out of savings rather than bank 
credit, and second, by voluntary cur- 
tailment of enterprises requiring credit. 
One of the special restraints which ap- 
plied particularly io the country’s 
money was that the Government did not 
borrow directly from the central bank. 
although the newly created Federal Re- 
serve System was available as a facil- 
ity which might have been abused. 
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By W. Randolph Burgess 


Vice-Chairman of the Board, The National 
City Bank of New York 


On looking back at the war experi- 
ence we can now see that there were a 
number of other steps which might have 
been taken which would in retrospect 
have limited the inflation. The most 
important lapse perhaps was that we 
were not sufficiently conscious of the 
price problem; and business, labor and 
Government did not resist sufficiently 
the upward spiral of costs and prices. 
We are today fortunately much more 
conscious of that problem, and _ there 
has already been definite voluntary re- 
sistance to upward price movements. 
We are, moreover, starting this defense 
program with a level of tax rates in 
effect far higher than was true at the 
beginning of the last war; so that in 
any period of expansion we should be 
likely to collect taxes more rapidly. 


Problem in Addition 


A more important difference still be- 
tween the present position and that of 
the World War is that we start this pe- 
riod of national defense with substan- 
tial unemployment, with large excess 
supplies of food and raw materials, and 
with the volume of industrial produc- 
tion far under the country’s reasonable 
capacity. That is a distinction which 
should greatly affect the policies to be 
adopted. For if we revert io our 
formula, which was that inflation took 
place when purchasing power increased 
more rapidly than production, this 
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country has today the facilities by 
which a further increase in purchasing 
power may, with wisdom, be paralleled 
by largely increased production. Hence 
inflation should be easier to avoid. In 
theory at least there is no inherent rea- 
son why a $5,000,000,000-a-year de- 
fense program should not be added to 
our present national production with- 
out substantial decreases in the total of 
production for other purposes. We 
have the labor, we have the money in 
superabundance, and we have the engi- 
neering and business ability. 

Our industrial position is quite dif- 
ferent from that of Germany or Eng- 
land, for those two countries are work- 
ing at approximately maximum ca- 
pacity, and they can only produce addi- 
tional war materials by reducing their 
production and consumption in other 
directions. What they need is a redis- 
tribution of their national effort. What 
we need is a stimulation of our total 
national effort. While England and 
Germany may require methods which 
will cut down the nation’s consumption 
in one direction to make available man- 
power and capacity for the defense 
program, we do not need as yet to cut 
down our national consumption, but 
rather to increase it. We have been 
suffering from understimulation, and 
that is still our problem. Our need is 
for initiative, enterprise, hard work, 
increased production. We face a prob- 
lem in addition rather than subtraction. 


Two qualifications, however, must be 
made. The first is that, while as a 
whole we have excess production poten- 
tialities, there are many areas in which 
the defense program will require diver- 
sion of skilled men and machines. 
Where defense and peace-time programs 
clash defense must come first. Our 
guiding principle cannot be “business 
as usual.” We face a situation as criti- 
cal as though we were actually at war, 
for our avoidance of war and our fu- 
ture position and influence in the world 
probably depend on prompt arming. 
Our defense program is laggard, held 
back by red tape, technicalities, a fail- 
ure to put first things first. Nothing 


must now stand in its way. Concen- 
tration on this program means read- 
justments by business, labor and Gov- 
ernment, some of them painful and 
laborious. It remains to be seen whether 
we can make these readjustments rap- 
idly enough to meet the emergency, 
and do it without so damaging our eco- 
nomic machinery as to impair produc- 
tive power in other directions. 

The second qualification to stimula- 
tion as an objective is that we launch 
our defense program under conditions 
which could become inflationary. Our 
present bank credit and national debt, 
and our surplus of bank funds, are at 
ludicrously swollen figures. Our de- 
fense spending is piled on top of a 
huge annual budgetary deficit. We 
have been on a wild governmental 
spending spree and our habits and pow- 
ers of control are impaired. As a peo- 
ple we have not suffered the usual con- 
sequences of these abortions and have 
come io believe we never will, a highly 
dangerous frame of mind. 

Thus our present problem is not sim- 
ple but complex. We need first and 
foremost stimulation—increased output. 
But we need second to begin to get 


W. RANDOLPH BURGESS 
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‘*We have a direct responsi- 
bility in financing the defense 
program. It will come to our 
desks in two forms: the chance 
to finance directly business 
working on defense orders, and 
the chance to subscribe to Gov- 
ernment bonds. The direct 
fiancing is complicated and 
difficult to arrange safely; tak- 
ing Government securities is 
easy. But for our own good and 
the good of the country the more 
we finance directly and corre- 
pondingly the less Government 
securities we buy the better. As 
we finance directly we shall put 
good business on our books, and 
keep the banking business in 
private hands. To the extent 
we turn the business over to the 
RFC or other Government 
agencies, we encourage the Gov- 
ernment in taking over the bank- 
ing business and increase the 
Government debt and the danger 
of inflation,’’ warns Mr. Burgess 
in the accompanying portion of 
his recent address at the Ameri- 
can Bankers Association con- 
vention. 


under control some of our loose fiscal 
and monetary policies and powers. 
One way of picturing to ourselves 
this confusing situation in which we 
find ourselves is io attempt to visual- 
ize two alternative courses which now 
appear to be open to this country. 


Alternative Courses 


The first is to continue the way we 
have been going; that is, to continue 
in the depression which has now lasted 
for nearly ten years, with continued 
large unemployment as a moral and 
social as well as economic drag on the 


whole country. In this situation and 
without substantial recovery the de- 
fense program would become an almost 
unbearable burden. 
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If that program 


can be carried through only by a de- 
crease of other production and other 
consumption it means a further de- 
crease in the standard of living, a de- 
crease which might be socially danger- 
ous at a time of large unemployment 
and substandard consumption in many 
population groups. This is not the 
moral atmosphere for an energetic de- 
fense effort. This course would leave 
us at the conclusion of war with a 
greatly weakened economy. 

A gloomy outlook indeed, but not an 
impossible one. If we continue to fol- 
low public policies which discourage 
business enterprise, and if in a zeal 
to avoid inflation and eliminate profits 
we place premature checks on produc- 
tion and consumption we may find our- 
selves, after some temporary lift, in 
continued depression. 

The second alternative is that, under 
the stimulus of the defense program we 
might again put the whole nation to 
work; so that the defense program is 
added to and not subtracted from our 
present output. If we thus lift the 
total national income there will be large 
increases in Government tax receipts. 
and decreases in unemployment which 
should make possible large reductions 
in relief expenditures and thus bring 
the budget nearer to balance and lessen 
technical causes for inflation. But more 
important still, a nation at work with- 
out the drag of unemployment is a 
more effective nation both for defense 
and for progress. 

The pursuit of this second course 
might indeed lead us to the point where 
overexpansion and inflation, resulting 
from the more active use of money al- 
ready created, might become a real 
danger and not just a bugaboo. We 
should have to be alert to see its ap- 
proach and try to avoid it, but only 
when it really threatened. The machin- 
ery should be prepared in advance. 


Action Required 


Clearly the second course is the only 
sane choice. If we prefer it we must 
seek it consciously and _ intelligently. 
That means two sorts of action: (1) the 
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encouragement of enterprise and pro- 
duction, and (2) preliminary steps in 
getting under control the potential fac- 
tors of inflation. 

What are the essential steps of pub- 
lic policy which must be taken to make 
progress in these directions? As to 
the encouragement of enterprise the 
story is long and familiar, but it cer- 
tainly includes the need of a vigorous 
and active security market, less ham- 
pered by stringent controls and techni- 
cal rulings and laws. We need a revi- 
sion of the Labor Relations Act to give 
the employer as well as the employe a 
square deal. At a time when the all- 
important task is to increase efficiency 
und production, we would do well to 
‘onsider the effects of mandatory pro- 
visions of the wage-hour law with re- 
pect to reduction of working hours and 
payment of overtime, which tend to 
raise costs and prices both to the Gov- 
ernment and to the general public. We 
need railroad legislation to help clear 
up the debris of insolvencies. We need 
revision of the utility holding company 
act to open the way for the utilities 
to finance, through the open market, 
additions and improvements. We need 
an intelligent and sympathetic admin- 
istration of these and other laws. We 
need a careful revision of tax laws to 
encourage and not discourage enter- 
prise. 


Control Inflation Factors 


But on the other side of the picture 
we must begin to put our house in 
order against the time when expansion 
may be followed by overexpansion and 
inflation. Here again all that can be 
done within the compass of this dis- 
cussion is to suggest somewhat dogmat- 
ically several avenues in which action 
is desirable. We surely must get the 
Government budget under better con- 
trol, and should make a beginning at 
cutting expenditures outside the defense 
program. With any recovery in busi- 
ness activity that should not be too dif- 
ficult. Likewise this is no time to be 
launching forth on costly long-term 
state, county and city undertakings 


which will place added burdens on the 
taxpayer and compete with the Federal 
Government in the markets for labor 
and supplies. The mechanisms of mon- 
etary control greatly disiorted by the 
depression legislation need overhaul- 
ing. In particular it is unnecessarily 
dangerous and disturbing to confidence 
to continue on the statute books power 
for the President to issue $3,000,000,- 
000 greenbacks solely at his own dis- 
cretion. In similar position are the 
power and instruction io buy huge ad- 
ditional amounts of silver and the 
power to devalue the dollar still fur- 
ther. The repeal of these powers will 
concentrate monetary controls more 
fully in the Federal Reserve System, 
where they belong. The Federal Re- 
serve legislation itself needs review as 
to the System’s real independence of pol- 
itics and the adequacy of its power of 
control. 

We need to begin to watch more 
carefully the movement of prices. The- 
oretically an argument may be made 
for a somewhat higher price level. 
Practically an upward movement is so 
difficult to control once it gets under . 
way, and dislocations of the whole cost 
structure are so disturbing that we 
should probably do better to rely on 
volume for recovery rather than higher 
prices. But nowhere is it more impor- 


‘‘We must begin to put our 
house in order against the time 
when expansion may be followed 
by over-expansion and inflation. 
We surely must get the Govern- 
ment budget under better con- 
trol, and should make a begin- 
ning at cutting expenditures 
outside the defense program. 
With any recovery in business 
activity that should not be too 
difficult. Likewise this is no 
time to be launching forth on 
costly long-term state, county, 
and city undertakings which will 
place added burdens on the tax- 
payer.’’ 
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tant to keep our processes within the 
democratic framework, for price fixing 
is a highly dangerous process. We 
should certainly review those acts of 
Congress which have created in several 
spheres the machinery of monoply to 
raise prices deliberately. The best way 
to avoid price inflation is to produce 
abundantly. 

The mechanism of financing the de- 
fense program needs study. If infla- 
tion really threatens we need to collect 
more taxes, sell bonds to savers rather 
than banks. We ought now to finance 
defense industries as far as possible 
privately rather than with Government 
funds. 

But here, in the case of taxes espe- 
cially, we run into trouble. For our 
two objectives are contradictory. Stim- 
ulation requires lowering some tax 
rates, control of inflation requires high 
rates. Actually the contradiction is 
less than it appears, for some of the 
present rates are so high that they pass 
the point of diminishing returns. They 
penalize the operation taxed to a point 
where it is avoided and tax returns 
. thereby reduced. At present any con- 
flict should be resolved in favor of stim- 
ulation rather than control. The infla- 
tion danger is latent, not immediate. 
It must be prepared for, but it is too 
early to put repressive controls into ef- 
fect. In taxation, for example, we do 
well io let people earn some money 
before we take it away. 

Up to this point we have been talk- 
ing largely about what other people 
ought to do. What responsibilities have 
we as bankers in these matters? 


Responsibilities as Bankers 


First comes our responsibility as 
leaders of opinion. We know or should 
know more about these matters than 
most other people; and the time has 
come when we may speak out more 
freely. 

Second, we have a direct responsi- 
bility in financing the defense pro- 
gram. It will come to our desks in 


two forms: the chance to finance di- 
rectly business working on defense or- 
ders, and the chance to subscribe to 
Government bonds. The direct financ- 
ing is complicated and difficult to ar- 
range safely; taking Government secu- 
rities is easy. But for our own good 
and the good of the country the more 
we finance directly and correspondingly 
the less Government securities we buy 
the better. As we finance directly we 
shall put good business on our books, 
and keep the banking business in pri- 
vate hands. To the extent we turn the 
business over to the RFC or other Gov- 
ernment agencies, we encourage the 
Government in taking over the banking 
business and increase the Government 
debt and the danger of inflation. Ad- 
mittedly, there are serious difficulties 
in lending for defense, but they are dif- 
ficulties we should seek to surmount. 


Let me summarize by suggesting still 
another approach to this situation. We 
have been looking for a new industry, 
like automobiles, to lead us out of the 
desert into the promised land. Many 
have felt that only so could we get our 
unemployed to work, get the wheels of 
industry stirring, and get the national 
income up. Here is a new industry in 
the form of a defense program—a 
tragic sort of a leader—but one on 
which the nation can again unite after 
some years of bickering and disunity 
and looking for scapegoats. We all 
know we must get results and must op- 
erate efficiently. For our place as a 
nation and the preservation of our way 
of life is in the balance. 


Can we rise to this challenge? Have 
we the energy, initiative and national 
unity for the speed of output we must 
have? Can we act sanely and reason- 
ably so as to carry forward this new 
activity without disrupting the eco- 
nomic machine? If the wheels start 
turning too fast have we the wisdom 
and courage to keep it under control? 
And can we do this within the frame- 
work of democracy? These are our 
problems. 
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LIMA 


CAPITAL and RESERVES $23,763,793.78 


Serving 


PERUVIAN FOREIGN TRADE 


FOR OVER 
FIFTY YEARS 
~*~ 


We have branches and agents in every 
commercial centre of Peru, and our 
modern collection department has been 
specially organized to meet the re- 


quirements of our foreign clients. 


PERU’S OLDEST NATIONAL COM- 
MERCIAL BANK=— ESTABLISHED IN 


1889 
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The Bank 


Of the Future 


HAT will the bank of the future 

be like? I am not a prophet and 

do not® have the answer to that 
question. I would hazard a guess that 
both the bank of the near-future and 
that of the far-future will be, as is the 
bank of today, the product of evolution 
—not revolution. There will be no ab- 
rupt and sudden change. The forces 
operative today will continue, new ones 
will come into action, and gradually 
we shall see this characteristic Ameri- 
can institution altered before our eyes, 
just as it has been changed in the last 
ten years. 

But we can look at some of the cur- 
rent trends that are changing banks. 
And we can take a glance at some of 
the proposals that are being made for 
a planned transformation of our bank- 
ing system. 

Our banks are traditionally locally 
owned and by a relatively small num- 
ber of shareholders. There are few in- 
stitutions which have encouraged wide- 
spread ownership of their stock. Only 
one national bank has in excess of 
100,000 common stockholders. Two 
others have between 50,000 and 100,- 
000. There are only 75 which have 
more than 1,000. The great majority, 
or about three-fourths of the total, have 
less than 100. In recent years we 
have seen the ownership of common 
stock of many banks concentrated in 
holding corporations and the develop- 
ment of group systems. We have seen 
also a new departure into issues of pre- 
ferred stock, subscribed for the most 
part by the Government through the 
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By Cyril B. Upham 
Deputy Comptroller of the Currency, 
Washington, D. C. 


RFC. Some banks in some communi- 
ties are able to sell common stock lo- 
cally these days, but in many other 
cases there is no market for it. The 
owners of many banks are willing to 
sell. There are investment-minded per- 
sons and corporations who are in the 
market to buy entire banks outright. 


Stockholders’ Equity 


One economist whose advice is po- 
tent in Federal legislative circles sug- 
gests that there should be a sharp in- 
crease in the required proportion of 


stockholders’ equity to depositors’ 
claims. He has suggested that, over 
and above banking house and fixtures, 
there should be $1 of capital for every 
$2 of deposits not covered by cash. 
This might be accomplished, he thinks. 
by converting a part of existing bank 
deposits into bank stock. This ap- 
proaches mutualization. And _ indeed, 
another commentator, now a high offi- 
cial in the Government, predicted in 
1932 that the bank of the future would 
be completely mutualized if not Gov- 
ernment owned. He predicted that the 
trend toward consolidation and central- 
ization and the development of larger 
and larger units would result in mo- 
nopolistic institutions which the people. 
in self-defense, would have to take over 
as public enterprises. Another prophet 
of my acquaintance holds the view that 
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BANCO POPULAR DE PUERTO RICO 


SAN JUAN 
(Established 1893) 


Head Office: TETUAN 15, SAN JUAN 


DAMIAN MONSERRAT, Pres 


Cab. Address: “BANPOPULAR’”’ 


R. CARRION, Exec. Vice-Pres. 


RAMON MAGRISA, Vice-Pres. and Mgr. 


Paid-up Capital 

Capital Notes (RFC) 
Surplus 

Deposits 

Total Assets (June 29, 1940) 


BRANCHES: 


700,000.00 
140,000.00 
200,000.00 
11,251,000.00 
13,615,000.00 


Santurce, Rio Piedras, Caguas, Aguadilla 


The Banco de Puerto Rico was merged with Banco Popular de Puerto Rico, in October, 1936, 
so the branch of Banco de Puerto Rico in Aguadilla is now Banco Popular de Puerto 


Rico in Aguadilla. 
CORRESPONDENTS: 
National Bank, 


Trust Co. 
MADRID—Banco Hispano Americano, 


We transact all kinds of general banking business. 


NEW YORK—Chemical Bank & Trust Co., 
Continental Bank & Trust Co., Bank of the Manhattan Co. 
Nitional Bank of Commerce. 
SAN FRANCISCO—Bank of America National Trust & Savings Association. 


Guaranty Trust Co., 
NEW ORLEANS—Whitney 


CROWLEY, LA.—Bank of Commerce 


We are specially prepared to handle 


acceptances and collect clean and documentary drafts throughout the island. 


we already have entirely too much bank 
capital. His theory is that there is a 
very greatly reduced need for commer- 
cial banking or a commercial banking 
system, and that it should be collapsed 
to a size more in keeping with the vol- 
ume of loans. 


May there not be advantages in the 
days just ahead in the preservation of 
the democratic banking instiiution, lo- 
cally owned and controlled, even if 
some alleged efficiency is sacrificed? 
Isn’t it perhaps a part of the American 
way which we want to perpetuate? It 
seems inevitable that we shall have 
some centralization in our national 
economy—thai in the movement to save 
our democratic institutions there will 
be some temporary tightening of our 
lines, which we shall do voluntarily so 
that we need not permanently surren- 
der any essentials of our democracy. 


Opposing Trends 


There have been two opposing trends 
in banks with respect to whether they 
shall perform a single function or many. 
There are banks exclusively for sav- 
ings; others that do a trust business 
only; some that are substantially in- 
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vestment trusts. A bank was once or- 
ganized in an adjacent state for the 
sole purpose of making loans to vet- 
erans on their bonus certificates. We 
have recently had application for na- 
tional bank charters from groups which 
wanted to do nothing but make install- 
ment loans to small borrowers. 


The trend in the other direction has 
been stronger, however. More and 
more banks are developing new types 
of business, going into more greatly 
diversified fields of lending activity. 
The personal loan department, the in- 
stallment finance loan, the FHA in- 
sured mortgage, the checking service 
for non-depositors, the bill-paying serv- 
ice—all these and other plans and de- 
vices, some patented or copyrighted, 
make their appearance in our banks. 
Profits are important, and earnings are 
essential, but I have heard doubts ex- 
pressed about the emphasis seemingly 
being placed by some banks upon 
profit, no matter by what means de- 
rived. Look closely at the plans that 
are offered to you. Do they treat the 
borrower fairly? Is the seller of the 
scheme offering you anything but a 
method whereby he can reap profits 


without the assumption of any liability? 
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‘‘More and more banks are 
developing new types of busi- 
ness, going into more greatly 
diversified fields of lending ac- 
tivity. The personal loan de- 
partment, the installment finance 
loan, the FHA insured mort- 
gage, the checking service for 
non-depositors, the bill-paying 
service—all these and - other 
plans and devices, some patented 
or copyrighted, make their ap- 
pearance in our banks. Profits 
are important, and earnings are 
essential, but I have heard 
doubts expressed about the em- 
phasis being placed by some 
banks upon profit, no matter by 
what means derived. Look 
closely at the plans that are 
offered to you. Do they treat 
the borrower fairly? Is the 
seller of the scheme offering you 
anything but a method whereby 
he can reap profits without the 
assumption of any liability? 
The banker has suffered in pub- 
lic estimation in periods of the 
past. Is he again to become the 
symbol of money lender for 
emergency needs,’’ asks Mr. 
Upham in the accompanying 
portion of his recent address at 
the Iowa Bankers Association 
convention. 


The banker has suffered in public esti- 
mation in periods of the past. Is he 
again to become the symbol of money 
lender for emergency needs? Perhaps 
dignity is being sacrificed in ihe bank- 
ing profession. C. E. Montague, in 
one of his books, recalls “the time 
when men of courtesy on going into 
the bank where they kept their ac- 
counts would take off their hats, the 
bank being still, to their sense, the par- 
lor of a trusted professional friend and 
adviser whom they were calling upon.” 
In those days banks were particular 
about the names of depositors that ap- 


peared in conjunction with their own 
on their checks. 


Investment Proposal 


A former state commissioner of bank- 
ing who believes in the unit bank has 
recently commented on the declining 
proportion of local loans and the in- 
creasing proportion of bond _ invest- 
ments among bank earning assets. He 
sees an inconsistency in a unit banking 
system which does little more than in- 
vest in bonds. He suggested also that 
bond buying might be restricted to 
Federal Reserve banks, member banks 
turning their funds over io the Reserve 
banks and being paid interest. In Eng- 
land at the present time banks are 
transferring their excess reserves from 
the central bank, depositing them di- 
rectly with the British Treasury, and 
receiving interest. The quesiion is 
asked: If banks are willing to have 
billions on deposit with the central 
bank without any return, why should 
they not be willing to deposit it with 
their Government at a small rate of 
return? 


Currency Function 


More than one current commentator 
on the banking scene advocates that 
some one or more of the Government 
agencies develop a checking service for 
the people. One of them whom I know 
argues that the use of checks in paying 
bills is just as much a currency func- 
tion as paying them with cash. They 
are essentially, he says, ihe same kind 
of transaction. Coins and paper money 
were once produced by private enter- 
prise, but governments took over that 
function universally. The case against 
private operation of a check and clear- 
ing system is just as strong, he argues, 
as against private operation of the 
currency system. 

It must always be borne in mind by 
bankers that they are chartered by their 
governments to perform certain func- 
tions. The traditional function of com- 
mercial banks has been to meet the 
commercial credit needs of the country. 


394 THE BANKERS MAGAZINE for November, 1940 





In the days just ahead, some of these 
credit needs are going to be for na- 
tional defense projects. It'is gratify- 
ing to note that bankers are expressing 
their desire to finance as much of this 
as lends itself to private financing, 
and are recognizing the propriety of 
Government financing the remainder. 
What the bank of the future becomes 
of course depends upon the kind of a 
future we have. War and dictatorship 
have played havoc with the banks of 
Europe. Some of them are having the 
greatest difficulty to operate at all. 
Those which are doing business have 
had to change in many ways. On the 
continent they are subject to many con- 
trols. The branches of American banks 
suffer with the rest. Those of you in 
this country who have accounis on your 
hooks in the names of nationals of the 
invaded countries have seen first-hand 
how banking operations are affected. 


© 
DEFENSE PROGRAM BANK LOANS 


THE banks of this country are eager to 
finance, or to participate in the financ- 
ing of all defense projects in their lo- 
calities. They have the resources, the 
trained personnel, and the knowledge of 
their own communities, which equip 
them, along with the investment mar- 
kets, to handle major portions of the 
new financing which our national pre- 
paredness program will make necessary. 
We urge all banks to solicit actively and 
energetically every sound loan in their 
localities that has anything to do with 
our program of national defense. 

In those instances in which defense 
projects are so large that local banks 
are unable to finance them in their en- 
tirety, they should nevertheless partici- 
pate in the financing to the extent that 
they can in coéperation with the larger 
banking institutions of the region. In 
those instances in which the lending 
agencies of the Federal Government 
must be called upon, the banks should 
participate with those agencies in doing 
the financing.—From the report of the 
Resolution Committee at the recent an- 
nual convention of the American Bank- 
ers Association. 
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“CENTRAL-IZE” 
YOUR ACTIVITIES 


In This Important 
Great Lakes Area 


@ For a half century, Central 
National Bank has beeniden- 
tified with iron and steel, 
lake shipping and railroads, 
electrical manufacture and 
automotive parts, and the 
other vital industries of the 
Great Lakes Area. 

@Its central location and 
broad background make for 
the rapid handling of checks 
and collectionitems. We wel- 
come inquiries from banks 
or business organizations de- 
siring to “Central-ize” their 
activities in the Great Lakes 
Area. 


a 


_— 


CENTRAL 
NATIONAL BANK 


of Cleveland 


MEMBER FEDERAL DEPOSIT 
INSURANCE CORPORATION 
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The Need for 


Economic Preparedness 


E have properly focused our at- 

tention on the techniques of our 

profession, but we are also in- 
timately and deeply concerned with the 
crisis which has overtaken the demo- 
cratic way of life. The American peo- 
ple have entered upon a program of 
national defense, as comprehensive and 
extensive as any heretofore undertaken. 
It is estimated that we may presently 
spend ten billions in the consiruc- 
tion of defense equipment and _ the 
training of personnel. I am completely 
confident that I speak for American 
banking as a whole when I say that we 
are supporting this effort, and will con- 


ROBERT M. HANES 


By Robert M. Hanes 


Retiring President, American Bankers As- 
sociation, and President, Wachovia 
Bank and Trust Co., Winston- 
Salem, N. C. 


tinue to support it, to the utmost of 
our ability. 

How can this nation defend itself? 
Basically, it can be no stronger than 
the people and the industries which 
compose it. A chartered banking sys- 
tem with every bank as strong as pos- 
sible and every banker keenly aware 
of his responsibility to his depositors 
and to the country’s real welfare, is 
absolutely essential to the nation’s de- 
fense plan. 

This emergency of defense may well 
have within it the stern realities which 
will help the American people to so- 
berly appraise some of the policies 
which we have been blindly following. 
If we are to spend ten billions fo: 
defense, what is it that we wish to de- 
fend? Against what will this vast de- 
fense mechanism be directed? In the 
last analysis, is it not against concen- 
trated, centralized and arbitrary gov- 
ernment? American democracy rests 
squarely on ihe principle that we 
should not have any more government 
than that which is necessary to decent 
and orderly social relations. The de- 
tailed regulation of our economic life, 
a bureaucracy with a million employes. 
and the excessive concentration of 
power in the executive branches of the 
Government, are all foreign to our 
proven traditions. 

It is a matter of grave concern that 
we have come to accept deficit financ- 
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ing as a permanent fiscal policy. We 
not only proceed from year to year on 
an unbalanced Federal budget, but we 
have permitted the compounding of the 
Federal debt to a huge total which 
threatens the solvency of the entire 
economy. Such procedures forecast 
certain critical options: the repudiation 
of the debt, the further devaluaiion 
of the dollar, confiscatory taxation, or 
printing press inflation. No country 
can achieve military defense unless it 
is economically prepared. This coun- 
try is rich enough in resources and 
manpower to build adequate defenses 
against military attack, provided it 
pursues fiscal policies which are de- 
-igned to encourage thrift and strengthen 
solvency. Two of the dictatorships 
which menace the peace of the world 
today developed from the internal 
bankruptcy which occurred in Germany 
and Italy. Waste, extravagance, infla- 
tion, disregard of the rights of both 
workers and savers, were all practiced 
in the days when the pattern of dicta- 
torship was being shaped. The seizure 
of political power was quickly followed 
by the seizure of economic power. The 
excessive regulation and control of 
business activity is a familiar phenom- 
enon in every arbitrary government 
which exists today. 

We have never asked for complete 
economic freedom. For 150 years we 
have accepted the limitations which gov- 
ernment has had to impose on human 
selfishness, but as a people we know by 
birth, training and experience that un- 
less we have a large measure of eco- 
nomic freedom we cannot enjoy po- 
litical liberty. Every depositor in our 
banks, every holder of life insurance, 
everyone who earns a living through 
daily toil, everyone who lives on sav- 
ings or pension, must realize that if 
the decade of the ’40s does not accom- 
plish financial preparedness they will 
come to the end of that period with 
all of their liberties radically cur- 
tailed. 

We are willing to take the road of 
sacrifice and of hard work. As a na- 
tion we have indicated our readiness to 


pay for the larger part of the national 
defense program by increased taxation. 
Against this process there is no sig- 
nificant protest. But unless we put an 
end to deficit financing, to profligate 
spending, and to indifference as to the 
nature and extent of governmental bor- 
rowing, we will surely take the road to 
dictatorship. Insolvency is the time- 
bomb which can eventually destroy the 
American system. Happily, there is 
at this moment a reassertion of the 
American principles of hard work, sac- 
rifice and codperation. In this great 
emergency these ideas are gaining mo- 
mentum. In the past they have never 
failed us. They are as truly American 
as our great mountains, our wide val- 
leys and our mighty rivers. 


Government Competition 


Government competition in business 
and finance is also un-American. The 
word “control” is the direct opposite 
of the word “liberty.” By subtle prop- 
aganda, special pleading and similar 
devious devices the American people 
have been persuaded to surrender more 
and more of their independence to the 


‘‘We are willing to take the 
road of sacrifice and of hard 
work. As a nation we have in- 
dicated our readiness to pay for 
the larger part of the national 
defense program by increased 
taxation. Against this process 
there is no significant interest. 
But unless we put an end to 
deficit-financing, to profligate 
spending, and to indifference as 
to the nature and extent of gov- 
ernmental borrowing, we will 
surely take the road to dictator- 
ship. Insolvency is the time- 
bomb which can eventually de- 
stroy the American system,”’’ 
warns Mr. Hanes in the accom- 
panying portion of his recent 
address at the American Bank- 
ers Association convention. 
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‘‘The immense excess reserves 
in the American banking system 
are in considerable part the 
creature of the Government’s 
monetary policy. It is an error 
to say that these funds have 
been withheld by the savers, the 
investors, or the banks. In the 
last analysis, bank deposits 
represent principally the peo- 
ple’s money in custodianship. 
These funds, in whatever form 
they appear, will be freely em- 
ployed not only in the defense 
of the country, but in the devel- 
opment of business in all its 
branches when it is certain that 
deficit-financing and rising debt 
structures no longer threaten 
inflation or repudiation.’’ 


direction and control of government. 
This is an evil which feeds upon itself. 
Typical among the teachings of the 
“new economics” is a form of defeat- 
ism which is utterly foreign to the 


American spirit. It is the idea that 
about a decade ago America reached 
economic maturity; that the independ- 
ent enterprise which had characterized 
American business could no longer sup- 
port the economy; that the possibility 
for investment has shriveled to virtu- 
ally nothing; in short, that our econ- 
omy has run down. This is a pure 
assumption which ignores many of the 
major factors in the depression and ex- 
ploits one idea as the sole explanation 
of our difficulties. But the most subtle 
feature of the entire argument is the 
conclusion, namely, that since our econ- 
omy has matured. we should now de- 
pend on Government spending to be 
the motivating force in business and 
industrial endeavor. 

The immense excess reserves in the 
American banking system are in con- 
siderable part the creature of the Gov- 
ernment’s monetary policy. It is an 
error to say that these funds have been 
withheld by the savers, the investors 
or the banks. In ihe last analysis, 
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bank deposits represent principally the 
people’s money in custodianship. These 
funds, in whatever form they appear, 
will be freely employed not only in the 
defense of the country but in the devel- 
opment of business in all its branches 
when it is certain that deficii-financing 
and rising debt structures no longer 
threaten inflation or repudiation. At 
all events, the American people are not 
likely to accept the thesis that if they 
do not wish to invest their money the 
Government should be allowed to do it 
for them. 


‘Mature Economy”’ Fallacy 


The doctrine of the “mature ecoui- 
omy” is an ancient heresy, loudly pro- 
claimed early in the nineteenth century, 
and frequently refuted by the subse- 
quent economic history of the United 
States. Ninety years ago the Commis- 
sioner of Patents declared that with 
3,327 patents issued by ihe office, fur- 
ther progress was impossible. Since 
that utterance more than 2,000,000 pa- 
tents have been issued. Today, 14 in- 
dustries which had never been dreamed 
of 70 years ago employ one out of 
every four persons engaged in manu- 
facturing. 

By spurious argument, by partial in- 
terpretation of statistics, by suggestion 
and innuendo, but most of all by the 
omission of pertinent facts, the evan- 
gelists of the new social order are un- 
dermining the confidence of the Ameri- 
can people in political and economic 
freedom. Most powerful among their 
allies are an unbalanced budget and a 
vast pyramid of debt. The apologists 
for these procedures invite attention to 
the statement that much of the Govern- 
ment spending goes into capital goods, 
such as dams, bridges and highways. 
With proper limitations, this is true. 
But the insistent fact remains that the 
deficits and the borrowings call for 
larger and larger levies of taxation 
which can come only from private en- 
terprise, since the Government’s capi- 
ial projects are tax exempt. American 
industry and agriculture — privately 
owned, privately financed and privately 
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operated—give employment to the 
workers and the savers on whom taxa- 
tion must ultimately rest. The misrep- 
resentation, neglect or abuse of that 
enterprise, or any fundamental threat 
to its solvency, are as much a barrier 
to national defense as is the philosophy 
of the totalitarian state. 

We are in favor of such governmen- 
tal agencies as have helped our ciii- 
zens to help themselves. We fully un- 
derstand and sympathize with expendi- 
tures for the relief of human suffering. 
We do not believe that any American 
Government would have allowed any 
portion of its people to starve. But it 
is one thing to levy taxes for the re- 
lief of those in distress, and it is an- 
other to employ those taxes in whole- 
sale and wasteful experiments at a time 
when there is the utmost need for 
economy. 


Spending Theory Dangers 


There is a deeper issue in the whole 
problem of Government spending, par- 
ticularly where heavy borrowing is in- 
volved. i is against both logic and 
reason that a_ political government 
should be entrusted with the granting 
of credit to private individuals or with 
the distribution of subsidies which are 
not absolutely necessary for the imme- 
diate relief of those in want. It is 
contrary to every known pattern of 
human behavior that such powers can 
be exercised by government without 
using them for political advantage. 
Whatever may have been the origins of 
the pump-priming theory, it eventually 
degenerated inio a political device rest- 
ing on a false economic premise, 
namely, that it is possible to generate 
wealth by spending money. 

A book recently published by a lead- 
ing exponent of the theories of gov- 
ernment spending holds that the lib- 
eral use of the Government’s purse is 
essential to the maintenance of private 
production. The argument is replete 
with sophistry. For months there has 
been an unsuccessful attempt to show 


that the small businessman has been 
neglected by private finance and that 
he should now be the recipient of Gov- 
ernment benefits. The attempt serves 
to bring into bold relief the following 
fundamental question: When the defi- 
cits which make government spending 
possible have risen to a point where 
private enterprise can no longer pay 
the bill through taxation, where will 
the revenue come from? A good many 
theorists and experimenters do not at- 
tempt to answer this question because 
they do not want the answer known. 
The hard truth is that when American 
business has been bankrupted by the 
unrestrained expenditures of govern- 
ment, it will pass to the control of the 
government. Small business will then 
be destroyed, democracy will disap- 
pear, and the totalitarian state will be 
enthroned. 


Prepare the American Way 


Let us have preparedness with all of 
the vast resources which this nation 
possesses. But preparedness must be 
far more than a military machine, even 
though it be the most modern and best 
equipped of all time. Preparedness 
means ihe reassertion of our independ- 
ence, and consequently of our respon- 
sibility as individual American citizens. 
No more convincing proof could be 
given of the good faith of our Govern- 
ment than the willingness to arm as 
far as possible through private indus- 
try and private finance. The banks and 
the investors of America will respond 
to that call. Labor will respond to ii, 
with its skilled and willing manpower. 
Industry will respond to it, with its 
vast capacity for management, trained 
and disciplined by experience. Our 
people will respond; yes, even under 
the irritating and disturbing influence 
of the draft. I see no disposition on 
the part of any group or any institu- 
tion to block or hinder the defense 
program, but as Americans we have 
the right to insist that this program be 
accomplished in the American way. 
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The Job Ahead 
For Trust 


O find effective ways to handle 
cp trusts profitably and eco- 
nomically and to make trust serv- 

ice available to people of small estates 
is, socially and economically, the first 
and biggest job ahead for trust service. 
This is so because upon the finding of 
these ways depends, in a large measure, 
the continued usefulness and popularity 
and also the future prosperity and suc- 
cess of the trust business of this country. 
People with small estates need trust 
service. Trust institutions are char- 
tered and licensed to render trust serv- 
ice. While they, as individual institu- 
tions, are not called upon, as a general 
policy, to seek or accept small accounts 


GILBERT T. STEPHENSON 


Service 


By Gilbert T. Stephenson 


Director, Trust Research Department 
The Graduate School of Banking 


that cannot be administered at a profit. 
it is incumbent upon them as a grou): 
to exhaust every possibility of finding 
ways of administering these account: 
profitably to themselves and advan- 
tageously to their customers and bene- 
ficiaries. 

In this job ahead for trust service 
there are two distinct problems. One 
is the problem of the small trust in 
the large estate; the other is the prob- 
lem of the small estaie itself. 


Two Problems 


A large estate frequently has to be 
broken up into a number of small 
trusts. Recently a will was prepared 
covering a liquid estate of $1,000,000 
in which there were several trusts vary- 
ing in size from $5,000 to $20,000. 
The trust company, of course, could 
not have got the $1,000,000 executor- 
ship unless it had been willing also to 
accept the several small trusteeships. 
This situation can, no doubt, be du- 
plicated over and over in every trust 
department. 

The second problem relates not to 
the large estate broken up into small 
trusts but to the small estate itself. 
A person with a small estate may and 
frequently does need trust service 
quite as much and for the same 
reasons as does the person with a large 
estate. The job of the trust institu- 
tion is to find a way of handling these 
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small estates relatively as profitably and 
economically as it now handles the 
large estates. 

The special problem of the small 
trust or estate arises out of the fact that 
the administration of small accounts is, 
by comparison, much more expensive 
than the administration of large ones. 
\ cost analysis of one group of 40 ac- 
counts showed that the cost of admin- 
istering the accounts under $25,000 was 
four times as great as the cost of ad- 
ministering accounts of $100,000 and 
over. The costs of setting up the ac- 
ouni, keeping the books, making the 
accountings, investing the funds, man- 
aging the real property and rendering 
the necessary personal services to bene- 
ficiaries are proportionately much 
creater for small accounts than for 
large accounts. 


Little Economies Essential 


It is too early yet to say whai the 
solution will be. This much, however, 
can be said: no immediate or specific 
cure will be found. The ultimate and 
general cure will be found in a series 
of little economies, each reducing the 
costs a little and each thereby adding 
a little to the profitableness of admin- 
istering small accounts. 

The following are five of the direc- 
tions from which these little economies 
may be expected to come: saving in in- 
vestment-servicing, bookkeeping and ac- 
counting through the collective invest- 
ment of trust funds; saving in admin- 
istration and operation through regu- 
lar and less frequent payments of in- 
come; saving in operation through reg- 
ular and less frequent accountings to 
courts and beneficiaries; saving in ad- 
ministration and operation through 
more standardization of procedure, and 
saving in personal-servicing (which is 
the most expensive feature of ihe ad- 
ministration of small accounts), 
through the establishment in the trust 
department of special divisions or units 


or organizations to handle small ac- 
counts, 


“It is too early yet to say 
what the solution will be to the 
problem of handling small trusts 
profitably. This much, however, 
can be said: No immediate or 
specific cure will be found. The 
ultimate and general cure will 
be found in a series of little 
economies, each reducing the 
costs a little and each thereby 
adding a little to the profitable- 
ness of administering small 
accounts. 

‘‘The following are five of the 
directions from which these little 
economies may be expected to 
come: Saving in investment- 
servicing, bookkeeping and ac- 
counting through the collective 
investment of trust funds; sav- 
ing in administration and opera- 
tion through regular and less 
frequent accountings to courts 
and beneficiaries; saving in 
administration and operation 
through more standardization of 
procedure, and saving in per- 
sonal-servicing (which is the 
most expensive feature of the 
administration of small ac- 
counts), through the establish- 
ment in the trust department of 
special divisions or units or 
organizations to handle small 
accounts,’’ suggests Mr. Steph- 
enson in the accompanying por- 
tion of his recent address at the 
ABA convention. 


Economies along each of these lines 
already are being effecied by one or 
more trust institutions in one or more 
sections of the country. It remains now 
only for students to ascertain all the 
possible economies and then for trust 
institutions themselves to apply rigidly 
all the economies that have been tried 
and found to be effective. 
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The War and 


Bank Investments 


S a result of the increased national 
defense expenditures, ihe public 
debt limit of the United States has 

been raised to $49,000,000,000. It is 
obvious that expenditures for national 
defense will increase at an accelerated 
pace, and with this increase the Gov- 
ernment deficit will mount. The in- 
sured commercial banks of the country 
already hold approximately $15,901,- 
000,000 of Government obligations, di- 
rect as well as guaranteed. Since the 
Government itself, in one way or an- 
other, is financing the expansion needed 
for rearmament, it is probable that the 
banks will continue to be in the future, 
as in the past, primarily investing 
rather than lending institutions. As 
far as one can visualize conditions to- 
day, the demand for commercial loans, 
even under the best of circumstances, 
is bound to remain rather limited. 


What policies should banks adopt 
with regard to Government bonds? 
When it is considered that 42.21 per 
cent of the total earning assets of all 
the member banks of the Federal Re- 
serve System is comprised of Govern- 
ment securities (direct and guaranteed) , 
the importance of this question becomes 
apparent. 


Before analyzing this question, how- 
ever, it is necessary to dispel several 
notions widely current among bankers. 
Many banking executives frankly state 
that they are reconciled to a prolonged 
period of low money rates. They are 
willing to buy more Government secu- 
rities as long as they can feel sure that 


what happened in 1920 and 1932 will 
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By Marcus Nadler 


Professor of Finance, New York Univer- 
sity, New York City 


not take place again. In 1920, the 
Second 414 Liberty Bonds dropped to 
81. A recurrence of such a decline. 
however, is not likely. Conditions ex- 
isting today are far different from those 
prevailing 20 years ago. In the first 
place, in 1920 the. indebtedness of the 
member banks to the Reserve banks 
amounted to $2,730,000,000, as against 
a mere $5,000,000 today. The discount 
rate of the Federal Reserve Bank of 
New York was then 7 per cent. Com- 
modity prices were highly inflated and 
were at a level substantially higher than 
one can now visualize even for the re- 
mote future. The powers of the Gov- 
ernment over the money market were 
distinctly limited compared with those 
which the monetary authorities have 
today. At that time, however, the 
Treasury did not have a nest egg of 
over $2,000,000,000 in gold and a tre- 
mendous amount of silver against 
which silver certificates could be is- 
sued. A comparison of these condi- 
tions with those that prevail today, 
when the member banks have excess 
reserve balances of $6,540,000,000. 
forces one to the conclusion that a 
repetition of what occurred in_ the 
money market in 1920 is now all but 
impossible. 

Even if the large institutional in- 
vestors of the country were to become 
panicky and endeavored to liquidate 
all their holdings of Government secu- 
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rities, the Reserve banks and the Treas- 
ury are in a position today to support 
the Government bond market and to 
maintain prices of Government bonds 
at almost any level they may desire. 
With the deficit of the Government 
steadily mounting, with about $10,000,- 
000,000 of Government securities com- 
ing due in the next five years, and with 
over $3,008,000,000 (at current re- 
demption value) of United States sav- 
ings bonds (baby bonds), which are 
practically demand obligations, in the 
hands of the public, it is definitely not 
to the interest of the Government to 
permit a sharp break in its securities. 
\nd the monetary authorities have the 
powers to prevent a sharp break. 

A repetition of what occurred during 
1932 is also out of the question. At 
that time many depositors, blinded by 
fear, endeavored to convert their de- 
posits into cash. Of necessity, banks 
were forced to liquidate a portion of 
their investments in order to realize the 
necessary cash. Insurance companies, 
too, were confronted with an unusual 
demand for cash. With the principal 
invesiors selling and the demand for 
securities limited, a break in high-grade 
bonds was inevitable. The banking 
structure of the country today, on the 
other hand, is perhaps stronger than 
ever before in its history and there is, 
in my opinion, no chance of a repeti- 
tion of a bank panic. Under these cir- 
cumstances, therefore, ii is obvious that 
a break in the Government bond market, 
such as occurred in 1932, when the 
United States 3 per cent obligations of 
1951-55 dropped to 82 3/32, is out of 


the question. 
Market Psychology Hardening 


When the banks realize that a sharp 
break such as occurred in 1920 and 
again in 1932 is not likely to happen 
again, they will be in a position to adopt 
a more realistic investment policy with 
respect to Government and other high- 
grade bonds than is the case today. To 
be sure, Government bonds and other 
high-grade bonds are bound to fluctuate 
for a number of reasons, among which 


psychological factors caused by the war 
are the most important. But the fact 
should not be overlooked that the mar- 
ket is gradually becoming hardened to 
psychological influences. Last Septem- 
ber, when the war was declared, Gov- 
ernment bonds dropped very sharply. 
For example, the 2 3/4’s of 1960-65 
were 9 7/32 points lower than their 
peak of June 5. In May of this year, 
when Germany attacked Holland and 
Belgium, this same obligation dropped 
33/4 points. In June, when the great 
French Empire collapsed like a house 
of cards and it looked as if the war 
would be over within a few weeks, with 
Germany dictating the terms of peace, 
the bonds remained stable, a clear in- 
dication that gradually the banks and 
other institutional investors were begin- 
ning to realize, that, in the long run, 
the movement of high-grade bonds is 
determined by money market forces, and 
that psychological factors do not alter 
the basic money market trend. The 
fundamentals of the money markets are 
determined by demand and supply. The 
supply of funds seeking investment in 
the United States is great, a fact which 
is better known to bankers than to any- 
body else. On the other hand, the de- 
mand is limited. Business activity, to- 
day, is high, but the sharp increase in 
production, as well as consumption, has 


“The rearmament program 
may not affect the banks of the 
ccuntry as materially as is gen- 
erally believed. In all probabil- 
ity, the banks will continue to 
invest in Government obliga- 
tions, even though an increase in 
the volume of commercial loans 
is to be expected. No material 
change in interest rates can be 
visualized at present, although 
at some future time a firming 
of short-term rates may be ex- 
pected,’’ states Dr. Nadler in 
the accompanying portion of his 
address at the recent ABA con- 

' vention. 
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been effected without any maierial in- 
crease in the volume of bank credit. The 
volume of new securities offered in the 
market is limited and in all probability 
will continue to remain so. 


Investment Policy Factors 


A carefully planned investment policy 
for banks should take into account the 
following factors: (1) the banks, today, 
are prohibited from paying interest on 
demand deposits, thus reducing a very 
important item of cost in their opera- 
tions; (2) banks cannot voluntarily in- 
crease the rate of interest paid on time 
deposiis or thrift accounts; (3) a per- 
manently changed status in the distribu- 
tion of gold has occurred; (4) the call 
money market has lost its influence on 
money rates in general; and (5) money 
is one commodity over the price of 
which the Government has a great 
measure of control. If bankers bear 
these factors in mind, they musi reach 
the conclusion that money rates, at least 
for the time being—how long nobody 
knows—are bound to remain low, but 
that high-grade bonds will fluctuate be- 
cause of forces which at present no one 
can foresee. 

This being the case, if a bank, afier 
careful analysis of its own position, is 
determined to hold a certain amount of 
longer term high-grade bonds in rela- 
tion to its deposits or in relation to its 
other assets, it can safely buy these ob- 
ligations during periods of weakness, 
amoriize them as fast as possible to par, 
and then consider the holdings of Gov- 
ernment securities not as bonds but as 
an annuity purchased from the United 
States Government. In essence, there 
is little difference, under present condi- 
tions, between paper money and Gov- 
ernment obligations. Boih rest on the 
good faith and credit of the United 
States, and if Government obligations 
have lost their_value then everything is 
lost. 

This, however, does not mean that 
once a bank has carried out such a 
policy, it can eniirely forget its port- 
folio. Since high-grade bonds fluctuate 


in unison with money rates, the banker 
must of necessity study money market 
conditions as carefully as he studies the 
balance sheets and conditions of indi- 
vidual borrowers. 

To sum up, the rearmament program 
may not affect the banks of ihe country 
as materially as is generally believed. 
In all probability, the banks will con- 
tinue to invest in Government obliga- 
tions, even though an increase in the 
volume of commercial loans is to be 
expected. No material change in in- 
terest rates can be visualized at preseni. 
although at some future time a firming 
of short-term money rates may be ex: 
pected. 
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TWO-FOLD CO-OPERATION 
ESSENTIAL 


IMPORTANT as is individual initiative 
and as much as we cherish it, it is no 
longer possible for important economi: 
units to operate independently of each 
other and to disregard the facilities and 
proper controls which government pro- 
vides and must exercise in the public 
interesi. 

We have an opportunity to demon- 
strate to America the importance of this 
principle of two-fold codperation—that 
of mutual effort between like institutions 
aiming at a common service, and as be- 
tween those institutions working to- 
gether and governmental agencies. Each 
year makes it more clear that the Ameri- 
can genius for organization and co- 
operation must extend into government 
and must develop more helpful rela- 
tions between government and private 
enterprise for the advantage of both 
public and private interests. There is 
as much duty on government within its 
proper field to cultivate the art of co- 
operation with citizen initiative and ac- 
tivity as there is a duty on the part of 
citizens to codperate with government. 
Both owe to each other and to them- 
selves the duiy of being just, efficient, 
and serviceable—Henry Bruere, presi- 
dent, Bowery Savings Bank, New York 
City, in a recent address. 
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TIONAL CITY 
LATIN AMERICA 


isan year, more than ever, business men 
are giving new thought to those Americas 
that lie beyond our border. The wealth of 
opportunity in South and Central America 
brings new inquiries to this bank every day. 

For more than 26 years National City has 
been the liaison unit between the business 
and banking of the Americas. First American 
national bank to establish an overseas 
branch— in Buenos Aires in 1914—WNational 
City has yo yen every conceivable con- 
tingency which trade with Latin American 
countries has encountered. 

Our facilities have been developed until 
today there are 41 National City branches in 
South America and the Caribbean countries. 

National City outposts help to bridge the 
differences of race and language, and to 
interpret the posg, Nome exchange and 
customs regulations. ‘They have acquired an 


unrivaled knowledge of local conditions. 


These international “trade embassies” are 
at the disposal of American: Banks through - 
Head Office in New York or through Corre- 


spondent Banks the country over. 


THE 


NATIONAL CITY BANK OF NEW YORK 


HEAD OFFICE: 55 WALL STREET 


Established 1812 


At our Head Office 
a group of National 
City officials is exclu- 
sively engaged in 
handling Latin Amer- 
ican relationships 


71 BRANCHES IN GREATER NEW YORK 
— LATIN AMERICAN BRANCHES 








ARGENTINA 


Buenos Aires 


Sub-branches 
Flores 


Plaza Once 


Rosario 


Brazit 


Rio de Janeiro 


Pernambuco 


Santos (Agy.) 


Sao Paulo 


Cana Zone 
Balboa 


Cristobal 


CHILE 
Santiago 
Valparaiso 


CoLoMBIA 
Bogota 
Medellin 
Barranquilla 

CuBA 
Havana 
Sub-branches 

Cuatro 
Caminos 

Galiano 

La Lonja 


Caibarien 
Cardenas 
Manzanillo 
Matanzas 
Santiago 
DoMINICAN 
REPUBLIC 
Ciudad Trujillo 
Barahona 
La Vega 
Puerto Plata 
San Pedro de 
Macoris 
Santiago de los 
Caballeros 


Mexico 
Mexico City 


Peru 
Lima 


Puerto Rico 
San Juan 
Arecibo 
Bayamon 
Caguas 
Mayaguez 
Ponce 


Member Federal Deposit Insurance Corporation 


BRANCHES, AFFILIATES AND CORRESPONDENT BANKS IN EVERY COMMERCIALLY 
IMPORTANT CITY OF THE WORLD 
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REPUBLIC OF 
PANAMA 


Panama 
Colon 


Urucuay 
Montevideo 


VENEZUELA 


Caracas 





American Bankers Association 


Officers and Policies 


HE chairman of the board of ihe 
American National Bank, Nashville, 
Tennessee, P. D. Houston, was 
elected president of the American Bank- 
ers Association at its 66th annual con- 
vention at Atlantic City on September 
26. Henry W. Koeneke, president of 
the Security Bank of Ponca City, Okla- 
homa, was elected first vice-president, 
and W. Linn Hemingway, president of 
the Mercantile-Commerce Bank and 
Trust Company, St. Louis, was elected 
second vice-president. B. Murray Pey- 
ion, president of the Minnesota National 
Bank at Duluth, was reélected treasurer 
at the meeting of the new Executive 
Council. 
A two-fold program was announced 


P. D. HOUSTON 


by the newly elected president. “One 
effort of my administration,” said Mr. 
Houston in his inaugural address, “wil! 
be devoted to ‘Improved Banking Serv- 
ice Through Effective Codperation.’ This 
phase will be our platform for the 
banking fraternity. I feel that each 
organization in the field has a job to 
do, but if we are to be effective in any 
lasting way, we must work together in 
mutual understanding as we never have 
before. During the year ahead I am 
confident that there will be many prob- 
lems confronting us which will require 
the most effective codperation we can 
muster to meet them. 

“The second major effort of the 
year will be built around the phrase 
‘The Bank and Community Develop- 
ment.’ This portion of our work we 
hope will be of interest to our custom- 
ers and their friends. I am, of course, 
a believer in the work of national organ- 
izations both in the government and in 
business. Such institutions have their 
part to play in our social and economic 
welfare. On the other hand, strong 
community life is absolutely essential 
to national welfare. Jusi as good com- 
munities are built around good homes, 
a nation’s real strength lies in the 
strength of its communities. The strik- 
ing development of community life in 
America in ihe past 150 years has in 
an economic sense been the result of the 
kind of banking system we have had.” 


National Bank Division 


Andrew Price, president of the Na- 
tional Bank of Commerce, Seattle, 
Wash., was elected president of the Na- 
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tional Bank Division of the Association 
at its annual meeting held on Septem- 
ber 23. W. C. Bowman, president of 
ihe First National Bank, Montgomery, 
Ala., was elected vice-president of the 
division, and S. A. Phillips, vice-presi- 
dent of the First National Bank, Louis- 
ville, Ky., was made chairman of the 
executive committee of the National 
Bank Division. 

Four were elected to membership in 
ithe executive committee. They were: 
Bh. C. Wolfe, president, First National 
yank, Towanda, Pa.; Clark Will, presi- 
dent, Third National Bank, Circleville, 
Ohio; R. Clyde Williams, executive 
\ice-president, First National Bank, At- 
lanta, Ga.; and R. Otis McClintock, 
president, First National Bank and 
‘Yrust Company, Tulsa, Okla. 


Savings Division 


Roy R. Marquardt, vice-president of 
the First National Bank of Chicago, was 
elected president of the Savings Divi- 
sion of the Association at its annual 
meeting September 23, and Stuart C. 
Frazier, vice-president of the Washing- 
ton Savings Bank, Seattle, was elected 
vice-president of ihe division. 

Three were elected to the executive 
committee. They were: W. W. Slocum, 
president of the United Savings Bank, 
Detroit, Mich.; Albert H. Crosby, treas- 
urer of the Farmers & Mechanics Sav- 
ings Bank, Minneapolis; and C. L. 
Robey, president of the Purcellville 
National Bank, Purcellville, Va. Mr. 
Slocum’s was a reélection. 


State Bank Division 


Harry A. Bryant, president of the 
Parsons Commercial Bank, Parsons, 
Kan., was elected president of the State 
Bank Division at its annual meeting 
September 23, and A. L. M. Wiggins, 
president of the Bank of Hartsville, 
S. C., was elected vice-president of the 
division. Mr. Wiggins is chairman of 
the ABA Committee on Federal Legis- 
lation, 

James H. Penick, executive vice-presi- 
dent of the W. B. Worthen Company, 


bankers, Little Rock, Ark., was made 
chairman of the State Bank Division 
executive committee, and four others 
were elected to membership in the com- 
mittee. They were: J. N. Kehoe, presi- 
dent, Bank of Maysville, Maysville, 
Ky.; E. H. Street, cashier, Richfield 
Commercial & Savings Bank, Richfield, 
Utah; W. E. Carter, president, Bank of 
Carthage, Carthage, Mo.; and J. Tru- 
man Holland, president, The Commer- 
cial Bank, Thomasville, Ga. 


Trust Division 


Carl W. Fenninger, vice-president of 
the Provident Trust Company, Philadel- 
phia, was elected president of the Trust 
Division at its annual meeting Septem- 
ber 23, and Richard G. Stockion, vice- 
president and trust officer of the Wach- 
ovia Bank and Trust Company, Win- 
ston-Salem, N. C., was elected vice- 
president of the division. 

Louis S. Headley, vice-president of 
the First Trust Company of St. Paul, 
Minn., was made chairman of the divi- 
sion’s executive committee. In addition, 
five others were elected to the commit- 
tee. They were: Frederick A. Carroll, 
vice-president and trust officer, The Na- 


HENRY W. KOENEKE 
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BANK 
ACCOUNTING 


AND 


AUDIT CONTROL 


By 
JAMES E. POTTS 


Auditor 
Tue First Nationat BanxK oF Boston 
Boston, Mass. 


cd 


; BOOK is a study of account- 
ing and audit control as applied 
to banking. It starts with a typical 
statement of a large bank. This is 
broken down into a more detailed 
list of accounts and each account 
is then traced back to the trans- 
actions which gave rise to it. In 
so doing the accounting procedure 
involved is studied and also the 
audit control factors which may 
be applicable in each case. 

The book is profusely illustrated 
with various forms used for audit 
control. It should be of value 
not only to the student of bank 
accounting but to comptrollers, 
auditors and bank executives in 
general as well as to public account- 
ants and bank examiners. 


Price $4 delivered 


nS Rea ay > gat La ee tae, 
BANKERS PUBLISHING CO. 
465 Main Street, Cambridge, Mass. 


Please send me on approval a copy of 
“Bank Accounting and Audit Control’? by 
James E. Potts. At the end of 5 days I 
will either remit $4 or return the book. 


Address 


Cees cee Gee ee ee ces es ee ee ee ee ee 
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tional Shawmut Bank of Boston, Bos- 
ton, Mass.; H. Douglas Davis, vice- 
president, The Plainfield Trust Com- 
pany, Plainfield, N. J.; Arthur T. Leon- 
ard, vice-president, City National Bank 
and Trust Company of Chicago, Chi- 
cago, Ill.; James E. McGuigan, vice- 
president and trust officer, Bank of 
America, N. T. & S. A, Los Angeles, 
Calif.; and John M. Wallace, vice- 
president, Walker Bank & Trust Com- 
pany, Salt Lake City, Utah. 


State Secretaries Section 


Armitt H. Coate, secretary of the New 
Jersey Bankers Association, was electe: 
president of the ABA State Secretarie: 
Section at its annual meeting September 
23. William Duncan, Jr., secretary of 
the Minnesota Bankers Association, 
Minneapolis, was elected first vice-presi- 
dent, and Fred M. Bowman, secretary 
of the Kansas Bankers Association, sec- 
ond vice-president. 

The section elected two members to 
its board of control. They were: Don- 
ald W. Larson, secretary of the District 
of Columbia Bankers Association, and 
Kaihleen Snyder, secretary of the Wy- 
oming Bankers Association. 
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EMBARRASSMENT OF RICHES 


THIs is no time to tamper with the free 
workings of the international gold 
standard even if it does cause us an 
embarrassment of riches. When the war 
is over and there is a repatriation of 
foreign funds, a resumption of tourist 
travel, and of normal trade and invest- 
ment relations, the workings of natural 
economic forces will take care of much 
of our excess supply of gold. We must 
be prepared, however, to abandon our 
untenable position of selling the very 
most and buying the very least, by ex- 
tending the admirable reciprocal trade 
arrangements inaugurated by Secretary 
Hull.—Dr. George Dowrie, Professor of 
Finance, Graduate School of Business, 
Stanford University, in a recent address 
before the Lithographers National Asso- 
ciation convention. 
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IN 


WASHINGTON 


By Our 


WASHINGTON CORRESPONDENT 


‘EN the broad field of banking, prob- 
f ably the two most interesting de- 
velopments are the intrigue and the 
iianeuvering in connection with the 
bills to change the deposit insurance 
law and the spirited demand of organ- 
ied banking that the Wage-Hour Di- 
vision of the Department of Labor take 
better cognizance of the situation con- 
fronting the small banks of the country. 
There were, of course, other develop- 
ments, such as the passage, at last, of 
the so-called “‘bankable contracts” bill, 
the excess profits tax measure and the 
setting up of another Senate committee 
to inquire into the credit needs of small 
business. In addition, specific systems 
designed to stimulate a wider, and more 
general application of consumer credit 
were given attention by two Federal 
supervisory agencies, and there was the 
passage of the Civil Liabilities Bill for 
the exemption of certain obligations by 
men called into military service. 


Banking and the Election 


At this writing, the Federal capital is 
concerned over the outcome of the vot- 
ing on November 5. Should there be 
a change in administration there will 
undoubtedly come about a change in 
bank supervision and in personalities 
which control the banks and their broad 
policies, changes in committees of Con- 
gress and in current investigations. 

In the event that the administration 
in Washington changes, it does not 
follow that the banking industry will 
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find a new era of good will opening 
before it. All of the class hatred that 
has been engendered in the past over 
various economic issues, all of the laws 
restricting banking, all of the programs 
inaugurated to make money loaning a 
Government monopoly, will still exist. 
It is true that there will open a new 
door, but each step through that door 
will mean réeducation of legislators and 
officials before a brighter future can 
be expected. 


Wage-Hour Definitions 


Col. Philip Fleming, Administrator 
of the Fair Labor Standards Act, has 
announced a few changes in the defini- 
tive regulations relating to “adminis- 
trative” and “executive” and “profes- 
sional” status under the law. The 
American Bankers Association, it is re- 
called, appeared in force at a hearing 
which was formally requested and there 
presented data and testimony urging 
that the regulations be broadened. The 
case of the banks in the smaller towns 
was presented and emphasized. 

When the findings of the Trial Ex- 
aminer were announced recently, it was 
found that the smaller banks of the 
country were practically ignored despite 
the fact that they operated almost wholly 
as local; retail or service establishments. 
Some relief was granted to the larger 
banks for administrative officials receiv- 
ing $200 a month or more and for ex- 
ecutives receiving $30 a week or more. 
However, even in these classifications, 
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the new rules were trickily drawn. Not 
every administrative official receiving 
$200 is to be released from keeping 
track of his time and neither is every 
executive freed from punching a time 
clock. 

The results of the deliberations of the 

Wage-Hour Division, which is a part 
of the U. S. Department of Labor where 
“left-wing” politics control, was a real 
disappointment to organized banking. 
It was believed that Col. Fleming would 
see the justice of the complaints of 
bankers. It was believed that inasmuch 
as his family has, in the past, been con- 
nected with a mid-western bank, some 
appreciation of the problems would be 
recognized. On the other hand, Col. 
Fleming, an army officer, is not an 
economist. He is loyal to his chief in 
the White House and could hardly be 
expected to go far in providing such 
capitalistic inventions as banks any 
special considerations! 
' Recognizing the injustice to more 
than 12,000 of the smaller banks of the 
country in the new regulations, A. L. M. 
Wiggins, chairman of the Committee on 
Federal Legislation of the American 
Bankers Association, protested vigor- 
ously to Col. Fleming. He asked for a 
re-study of testimony given at the hear- 
ing and, if this was not to be granted, 
he asked for a reopening of the whole 
question. Just what the Administrator 
will do, if anything, is not, at this writ- 
ing known but the most hopeful sign on 
the banker’s horizon in Washington, is 
the vigor of the protest made by the 
American Bankers Association. 


FDIC Revisions 


Melodrama and intrigue, of a type 
rarely seen except in fiction, was woven 
through the efforts of Chairman Henry 
Steagall of the House Banking and 
Currency Committee, to get his revision 
of the Deposit Insurance Act through 
Congress. He didn’t succeed in secur- 
ing Congressional approval at once, for 
the revised bill is now sleeping until the 
House Rules Committee gives it a stamp 
of approval or action is secured by 
unanimous consent. The latter is often- 
times difficult to achieve. 
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It is a strange story, but some of the 
highlights have been given from time 
to time in these columns. The most 
recent chapter was: written during the 
sessions of the American Bankers Asso- 
ciation in Atlantic City. Closed meet- 
ings of the House Banking Committee 
were held on three consecutive | days. 
Chairman of the FDIC, Leo T. Crowley 
was admitted and explained ‘what his 
Corporation would agree to, namely a 
lifting of the maximum of deposit in- 
surance to $10,000 for each depositor, a 
lowering of assessments to one-four- 
teenth of one per cent, an enlargemert 
of the board by one additional membe:, 
a new building, and some minor 
features. 

Some of these things were in the orig- 
inal Steagall Bill and some additional 
features were there such as the elimina- 
tion of the Comptroller of the Currency 
from the Board, but these were dropped. 
However, in order to facilitate prompt 
action by Congress, it was decided to 
attach the Steagall Bill to the legisla- 
tive number of a Senate Bill which had 
been passed by the Senate. The actual 
phrasing of the Senate Bill was, how- 
ever, struck out. This Senate measure 
was authorized by Senator Byrnes and 
provided for the elimination of inter- 
bank assessments, a measure sharply 
opposed by many bankers, especiaily 
those in the smaller towns and cities. 


The assumption, amounting to con- 


-viction, is current in Washington that 


Rep. Steagall was interested in quick 
passage of his bill providing he could 
be assured of appointment to the fourth 
seat on the FDIC board which the bill 
created. Apparently, he has not been 
assured that the President would so act. 
Not receiving such assurance, the meas- 
ure has not been acted upon. Mr. 
Steagall has been ill, and away from 
his office. Without the immediate drive 
to secure such tricky enactment by the 
process of sending the House-passed 
version to a conference, thus short-cir- 
cuiting Senate Banking Committee con- 
sideration, it now seems probable that 
bankers will continue to pay the same 
assessments as in the past. It is ad- 
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mitted, however, that some action could 
be taken after the election. 

Just what went on behind the closed 
doors of the House Banking Committee 
during consideration of this important 
bill, is not wholly clear. There are 
numerous stories. While a stenographic 
report was supposed to have been made, 
jt was not used, nor. does the bill re- 
ported out conform with this steno- 
graphic recording of sentiment or action, 
except in some details. 

For example, the bill carries a pro- 
vision for the establishment of an “ad- 
visory committee” to work with the 
FDIC Board. How this advisory com- 
mittee, or council, is to be staffed, is 
not exactly clear. Some reports indi- 
cate the House Banking Committee 
wanted former FDIC Board members to 
secve on it. Others says that the State 
Bank Supervisors and organized bank- 
ing were supposed to have been speci- 
fied. As the bill was reported, however, 
the President is given full and complete 
authority to appoint anyone he chooses 
to this “advisory council.” He could 
name Ben Cohen and Tommy Corcoran, 
if he desired. 


Small Business Aid Study 


In the future, bankers may be ex- 
pected to hear much about the need for 
risk capital to aid small business. A 
committee of Senators has been named 
under authority of a resolution spon- 
sored by Senator Murray of Montana. 
Seven Senators with an initial $10,000 
appropriation are to “study and survey 
by means of research all the problems 
of American small business enterprises,” 
in order to “aid Congress in enacting 
remedial legislation.” The membership 
of this group consists of Senators Mead, 
Taft, Ellender, Stewart, Maloney, Cap- 
per. Senator Mead hopes to see some 
realization of his desire for little busi- 
ness aid through this special investiga- 
tion. 

In the preparation of the resolution, 
Senator Murray secured letters promis- 
ing support from a wide list of agencies 
of the Government, including the Securi- 
ties and Exchange Commission and 
others, 
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Just what organized banking— 


will do is not as yet known, but it is 
clear that credit—bank credit—will be 
high on the list of subjects to “study 
and survey.” 


Personal Loan Discouragement 


There are various systems now being 
used by banks to make profitable the 
personal loan business, sometimes re- 
ferred to under the broad term of con- 
sumer credit. Some of the systems used 
by banks are original and worked out 
by the bankers themselves:’ Others are 
supplied. 

The Comptroller of the Currency and, 
to some extent, the Federal Deposit In- 
surance Corporation, have been inves- 
tigating some of these plans and sys- 
tems. The Comptroller’s Office appears 
to be interested because some plans 
might be undignified or promoting high 
interest rates to borrowers in the per- 
sonal loan field. One of these, known 
as the Vee Bee System, has borne the 
initial brunt of the Comptroller’s inves- 
tigation, and it is admitted that others 
are under consideration. 

One odd phase of the Comptroller’s 
attitude is the apparent desire to dis- 
courage the entrance of banks into the 
field. Letters have been written plainly 
hinting that this type of business may 
not be dignified for banks. But the 
strange part of the whole story is the 
fact that information relative to this dis- 
couraging attitude on the part of this, 
the oldest of supervisory agencies, is 
the fact that the personal loan com- 
panies are supporting it. In fact, the 
personal loan companies seem to know 
more about the attitude of the Comp- 
troller’s office than any one else. They 
freely admit that they stand to gain 
much if banks can be discouraged from 
entering their very lucrative field: 

Just what the result of this “attitude” 
will be is not as yet clear. It is possible 
that there will be test cases in court. 
Some bankers involved see in this dis- 
couraging attitude of Federal supervis- 
ors a dark plot to prevent them from 
more adequately serving their communi- 
ties and making better profits at a time 
when the old avenues for making ade- 
quate earnings are no longer present. 
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Investment 
and Finanee 


Epirep By OSCAR LASDON 


Tax Exemption 


HIS session of Congress devoted 

considerable attention to the prob- 

lem of taxation of governmental 
securities and salaries. After extended 
hearings before a Senate Committee, a 
majority report was issued which fav- 
ored such taxation while the minority 
took sharp exception to this view. It is 
interesting to observe that the minority 
views prevailed in the Senate when the 
matter was put to a vote in the form of 
an amendment to the tax bill designed to 
remove immunity. The minority report 
was submitted by Senator Austin on his 
own and Senator Burke’s behalf. 

The minority viewed the proposal to 
tax governmental securities and salaries 
as economically unsound and unconsti- 
tutional. In a vigorous protest, the pro- 
posal to remove tax immunity was 
represented as based upon a theory of 
tax evasion unsupported by facts. 
“Though it has been popularized with 
the public as a device to obtain addi- 
tional taxes from the wealthy,” states 
the minority report, “it would in reality 
place upon the states, and particularly 
upon the cities, a heavy burden of in- 
creased local taxation. Stripped of its 
popular catch phrases, it would simply 
shift a further and perhaps unsupport- 
able burden on the home owner and 
rent payer. ; 

“Admittedly,” it is argued, “the con- 
stitutionality of the proposal requires 
an outright reversal by the Supreme 
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Court of a vital precedent which has 
been supported in all decisions of the 
Court down to and including the past 
few terms, and supported by such ovt- 
standing liberals on the bench as Jus- 
tices Stone, Brandeis, and Cardozo. The 
shocking argument that the sixteenth 
amendment, in effect, granted to the 
Federal Government what the Depart- 
ment of Justice itself is pleased to de- 
scribe as the supreme power to tax the 
states, is as unsupported by the facts 
and the history of its adoption as it is 
directly contrary to the decisions of the 
Supreme Court that rejected it when it 
was first suggested.” 

It is remarked that, as a purported 
social reform, the proposal to place in 
the hands of the Federal Government 
the power to tax the interest on state 
and municipal securities, has for years 
been popularized on the appeal that 
these securities offer a haven of tax 
refuge for the wealthy. The mass popu- 
larity of that appeal and its political 
implications are obvious. And when 
all minor arguments are sorted out, it 
is noted, that appeal remains as the one 
basis upon which the tax is recom- 
mended. As a revenue measure, the 
proposal hardly holds water, for the 
Treasury Department’s own testimony 
deems its effects as inconsequential and 
admits that it could hardly be supported 
on the revenue aspects alone. Further- 
more, every witness for the Treasury 
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Department confessed that heavy bur- 
dens on the states and cities would re- 
sult from increased costs in financing. 
Therefore, it is contended, the whole 
support for the measure narrows down 
to the theory that state and municipal 
securities are vehicles of tax avoidance. 

But this theory of tax avoidance is 
snsuported by the facts. The records of 
the Treasury give conclusive evidence 
that, contrary to popular assumption: 

(a) Only a minor amount of out- 
-tanding state and municipal securities 
ire held by wealthy individuals; 

(b) Records of decedents’ estates over 
ihe past ten years disclose that state 
and municipal securities comprise only 

per cent of the holdings of every 
\.ealthy individual who died during the 
past ten years. 

Regarding the “reciprocal” character 
of the proposal and its “fairness” in 
providing that the states might also tax 
the interest on Federal bonds, it is con- 
tended that these suggestions are false 
and misleading; that it would not give 
the states back one-tenth of what it 
would cost them. Touching on the so- 
cial and economic effects of the meas- 
ure, it is pointed out that the results of 
the proposal could not be confined to a 
few persons who are now supposed to 
be benefitting from tax exemption. Ac- 
cordingly, an added burden would fall 
on all taxpayers and the net effect would 
be that the small taxpayer would have 
to carry an increased load. 

The financial effects of the pro»osed 
legislation are analyzed in detail and 
the legal aspects are likewise thoroughly 
investigated. The minority report is a 
document well worth having and should 
be requested from your Washington 
representative. 


— 


NATIONAL INCOME IN WARTIME 


The Monthly Review of the Bank of 
Nova Scotia calls attention to the fact 
that war alters the meaning of national 
income statistics. In peacetime, it is 
noted, we are accustomed to regard the 
national income as a rough and ready 
estimate of the general and material 
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welfare of a country. But when war 
comes, this view ceases to be valid. For 
in the latter circumstances, the national 
income is only a measure of the sum 
total of economic activities—whether 
they do or do not add to the material 
well-being of the nation. This is be- 
cause so much of the national effort is 
directed toward production of goods 
which will be destroyed rather than 
consumed through ordinary channels. 
~Elaborating on the differences be- 
tween peacetime and wartime activities 
and their relation to national income 
statistics, the Review points out that “in 
the computation of the national income, 
guns are measured against butter purely 
in terms of their respective prices. So 
too, the services of the soldier are in- 
cluded with the services of the civilian 
only in terms of their respective wages. 
The truth is that the peacetime stand- 
ards of the market are in part replaced 
by a new set of standards—patriotism 
is one, necessity is another. Central- 
ized organization of productive facil- 
ities in many cases replaces the free 
play of prices. For instance, the gov- 
ernment cannot afford to bid up the 
prices of airplanes until enough are pro- 
duced to meet its requirements. But 
rather, it goes to the manufacturer and 
potential manufacturer and with his co- 
operation arranges for the necessary 
production at a_ reasonable profit. 
Similarly, the consumer is guarded 
against undue increases in the cost. of 
living by a government board charged 
with the responsibility of maintaining 
an adequate supply of the necessities of 
life at a fair profit. 

“And yet, while undue increases in 
the prices of particular commodities are 
guarded against, the possibilities of a 
general rise in prices are much greater 
than in peacetime. A world war is 
fundamentally a time of scarcities—un- 
til victory is won, there is never an 
oversupply of men and munitions, and 
there is always room for improvement 
in organization. The demand for a 
great many commodities progressively 
outruns the supply and as the war con- 
tinues the list of scarce resources is al- 


most certain to lengthen. It is, there- 
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fore, especially important to view the 
figures of the national income in rela- 
tion to changes in the price level, for 
a rising income which mainly reflects 
higher prices is a very different thing 
from a rising income which largely re- 
sults from expanding production.” 

The Review estimates that the Ca- 
nadian national income available for 
distribution in 1939 amounted to $4,- 
376,000,000, as compared with a low 
figure of only $2,942,000,000 for 1933 
and the high of $5,429,000,000 for 
1929, at the peak of the boom of the 
post-war decade. For 1940, national in- 
come available for distribution is esti- 
mated at $4,950,000,000 and it is be- 
lieved that an appreciably higher 
maximum of around $5,400,000,000 
could be reached in 1941, on the basis 
of the present price level. Should prices 
rise, however, this figure would natur- 
ally expand. 

With regard to satisfying wartime de- 
mands and avoiding shortages of par- 
ticular resources, it is stated that this 
can be achieved through two methods 
of approach. One is to enlarge the sup- 


ply of these resources while the second 
method consists of decreasing non- 


essential demands. Canada has been 
pursuing both courses, the latter in 
moderate degree. While there has been 
little rationing of industrial materials, 
reliance has been placed on methods of 
limiting consumption. 

Most obvious among the steps which 
Canada has adopted to restrict indi- 
vidual demand upon the productive ca- 
pacity of the country is the program of 
increased taxation. The 10 per cent 
tax on imports from  non-Empire 
sources, the high taxes on the more 
expensive makes of automobiles, are all 
designed to reduce public demand for 
potentially scarce resources. Economies 
of a voluntary character include the 
war-loan and war savings campaigns. 

“Tf anything is clear,” the Review 
concludes, “it is that the only way to 
prevent or limit the development of an 
inflationary situation is to increase the 
volume of savings, preferably on a vol- 
untary basis. The more that saving 
takes the form of reduced demands on 
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the human and material resources 
needed in the war, the more effective it 


will be.” 


—_ 


SAVINGS BANKS 


New York State Superintendent of 
Banking, William R. White, recently 
commented on the fact that many sav- 
ings banks have reduced dividend rates 
from 2 per cent to 114 per cent. Mr. 
White declared that this procedure 
should be followed by other institutions 
which felt such a policy desirable and 
that further regulation by the Banking 
Board should not be awaited befor« 
such action was consummmated. Som: 
banks, Mr. White noted, are justified ir 
paying the higher rate; in these cases 
a reduction should not be required 
merely because more conservative prac. 
tice is necessary in other instances. 

The state superintendent also de- 
clared that book values of real estate 
holdings should be .written down for. 
following this procedure, banks would 
be more disposed to liquidate their 
commitments at market prices. 


—_ 


BANK EARNINGS 


How will the new tax legislation af- 
fect bank earnings? For one thing, the 
normal tax rate has been stepped up to 
24 per cent as compared with the 1614 
per cent rate paid on 1939 profits. As 
for excess profits levies, all banks will 
not be affected uniformly. In fact, those 
institutions which lately have been ag- 
gressive in building up their loans will 
be affected most unfavorably. It has 
already been observed that banks in 
agricultural districts which have en- 
deavored to meet the competition of 
Federal agencies, as well as those which 
have lent substantial support to the 
FHA program, will be among those 
bearing the impact of excess profits 
taxes. On the other hand, those insti- 
tutions which hold large quantities of 
Government obligations will be in a 
preferred position. Under the terms of 
the tax act, corporations may use all 


Federal bonds held in their portfolios 
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in computing their invested capital. 
Under this arrangement, such institu- 
tions would have large invested capitals 
on which to base their 8 per cent on 
invested capital alternative. Thus, banks 
with substantial holdings of govern- 
ments may be able to avoid the excess 
profits levy. 

Those institutions which have placed 
greater emphasis on expanding their 
loan accounts during the past few years, 
and have relatively small investments 
in Federal issues, will find it useful to 
adopt the 1936-38 average earnings al- 
ternative—particularly if present earn- 
ings have picked up. 


a 


TRUST INVESTMENTS 


Discussing “The Case of the Endow- 
ment Fund,” A. H. Gilbert of Spencer 
Trask & Company declares that while 
the problem of investing is a pretty 
grim one, the prudent trustee is by no 
means helpless. Exploring various pos- 
sible channels of investment, the author 
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notes that bonds and preferred stocks 
purchased at current levels will suffer 
price depreciation in the event of a 
tightening of interest rates; that increas- 
ing Government regulation might result 
in a decline in utility bond and share 
values comparable to the depreciation 
which has been witnessed in railroad se- 
curities; that common stocks are subject 
to wide fluctuations in prices and that 
heavy taxation, Government antagonism 
toward industry, or war must unfavor- 
ably affect property values; finally, that 
income, already reduced by the declin- 
ing trend of interest rates, might suffer 
a further actual diminution in the event 
that a business boom or monetary in- 
flation should bring about a rise in 
prices and the cost of living. 

According to Mr. Gilbert, the pru- 
dent trustee must face the facts and 
adapt himself to changing conditions. 
In Mr. Gilbert’s analysis, the following 
points are stressed: 


1. The trustee (and his beneficiaries) 
must reconcile himself to the level of 
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income which can be obtained on good 
securities. Seeking larger income 
through a lowering of the standards of 
investment will only result in trouble. 
Beneficiaries must revise their budgets 
to conform with prevailing conditions 
and cannot expect investment commit- 
tees to maintain income at the preceding 
high level. 

2. The trustee must realize that some 
losses in market value are inevitable. In 
view of present low yields, this is per- 
fectly obvious in the case of fixed- 
income securities; it is always possible 
in common stocks. If endowment funds 
were managed like businesses, reserve 
accounts would be set up out of realized 
profits and income. But most funds are 
managed on a cash basis, with all in- 
come going into the budget and with 
market losses coming as unpleasant sur- 
prises. 

3. The trustee must realize that he 
cannot beat conditions and that his best 
procedure is to include in his portfolio 
the various types of investment. This 
constitutes a compromise—a hedge be- 
tween factors known and unknown. 
There should be diversification between 
fixed income securities and equities. 
Examination of the investment lists of 
other funds furnishes evidence that the 
majority of portfolio managers have 
reached this conclusion. 

“One point is vital,” states Mr. Gil- 
bert. “As a trustee, he can compromise 
on type, but he cannot compromise on 
grade. What he buys must be safely 
in the higher brackets of investment 
quality. This would seem to be self- 
evident; and yet there are constantly 
appearing plausible arguments for let- 
ting down the bars. 

“If the trustee does let down the bars 
—in the first place, it may be exceed- 
ingly unpleasant for him later. It is 
always awkward for a trustee, after a 
security has gone down, to explain that 
he knew it was second grade or worse 
when he bought it. In the second place, 
as between low-grade and high-grade 
securities, when companies start going 
downhill the high grade give time to 
act and the low grade do not. One 
week they are in the 70’s, and the next 
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they are in the 40’s, and there is noth- 
ing to be done about it. 

“A typical well managed endowment 
fund of today would have perhaps one- 
third in highest grade. bonds, including 
some governments. About another third 
would be in other bonds and preferred 
stocks, and the balance in common 
stocks. Of the entire list, about two- 
thirds to. three-quarters would be in ‘ap- 
proved’ securities (this being an elastic 
term, but denoting general excellence, 
and realizing, of course, that an ap- 
proved common stock has different 
qualification from an approved bond). 
The balance of the list would be in 
lower grade securities—for example, se- 
curities received as bequests and not 
sold, securities for which the market 
had ben overstayed, or some special 
holdings connected with the activities of 
the beneficiary, or especially familiar 
to the trustees. 

“This is a time when every endow- 
ment fund should be receiving the most 
careful appraisal. The first step should 
be candid analysis, to ascertain that se- 
curities are good enough to be marked 
as in the ‘approved’ class. If this is 
75 per cent, the trustees may feel re- 
lieved. If it is 30 per cent or 40 per 
cent, they have reason to be extremely 
worried, for then they have the problem 
on their hands of remaking the list so 
it will be on a more satisfactory basis. 
It is not a case in which they can do 
nothing. Their responsibility is a posi- 
tive one.” 


©. 


THE future of the independent unit bank 
will be decided by you and by me in 
our own home towns. It will depend 
upon two things—whether you make 
your bank indispensable to your com- 
munity and whether you are able to do 
this and at the same time operate your 
small unit at a profit. That goes for 
the one man cross-roads bank in Kansas 
as well as for the largest in New York. 
And in both cases it calls for constant 
research and analysis of improved bank- 
ing methods.—Maurice Breidenthal., 
president, Security National Bank, 
Kansas City, in a recent address. 
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ON THE 


WEST COAST 


By JOHN FARNHAM 


ECAUSE your correspondent has 
been on the West Coast but little 
since he last appeared in this 

space, this can hardly be called a West 
Coast letter. Indeed, it is being written 
in Dallas, Texas, which is a long, long 
way from the Pacific Slope. Even if 
the mileage chart did not prove that, 
the difference in banking attitudes 
would. Of course banking principles 
are the same everywhere, they are im- 
mutable, but their applications differ. 
Consider, for example, the matter of 
consumer credit. 

On the West Coast banks generally 
consider consumer credit as a major 
banking function, and they have been 
extraordinarily successful in handling 
their small loan lines. But once you 
get east of Reno, Nevada, consumer 
credit becomes a side line and usually a 
not particularly profitable one. There 
is a reason why a bank in California 
can manage to live on automobile loans, 
as an instance, and why in Colorado no 
bank can exist on such a credit outlet. 
That reason lies in merchandising, and 
your correspondent has formed the 
opinion that unless a bank is willing to 
“sell” money it is better off without a 
consumer credit department. At this 
point a great many bankers will say 
that they are willing to “sell” loans, in 
fact that they are doing their level best 
to sell them, but that they don’t have 
any luck. The answer to that is that 
they are mistaken. Selling loans is more 
than putting advertisements in the news- 
paper and then picking and choosing 
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the prospects thus stirred to enter the 
bank, because when you really go after 
consumer credit loans you can’t do much 
picking and choosing. In the case of 
automobiles, for example, the bank 
which is actually selling goes to a 
dealer and says: “I'll take all the paper 
you originate whether it’s good, bad 
or indifferent. If it is very bad we’ll 
want your endorsement, but for most of 
it we'll let you out.” When a banker 
does that, he immediately begins to take 
on loans he would rather not have. He 
is certain to run into some losses, al- 
though the percentage may be pretty 
small, and he will find that a good many 
loans will require a lot of working out. 
In fact a lot of the business won’t be 
of very good quality, but to build a 
volume of consumer paper it has to be 
taken. That is not a particularly pleas- 
ant fact to accept, but unless a bank is 
willing to accept it, it had better keep 
away from consumer credit. The Coast 
banks have built their huge consumer 
loan lines because they have accepted 
it. In the West and Southwest, the 
banks won’t accept it and hence their 
consumer credit departments are small. 
The loans they get are A-l, but there 
are so few of them around that it is 
hardly worth while bothering with them. 
Indeed, a consumer credit expert will 
crack down on any lending officer who 
makes nothing but A-1 loans on the 
ground that he is too strict. Thus, one 


‘of the’ most successful personal loan 


bankers on the Coast grades all loans 
on performance, in five groupings. The 
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last three groups are loans in varied de- 
grees of trouble, but unless 40 per cent 
of all loans fall somewhere in this lat- 
ter range, the banker judges his require- 
ments as too strict and therefore moves 
to loosen them. That, you may say, is 
not good banking—to intentionally 
take on a lot of sloppy paper—but it is 
good consumer banking nonetheless. If 
a bank is not willing to do this, it had 
better keep away from small loans, be- 
cause on a strict accounting basis it 
won't make out so well with consumer 
paper unless it will willingly take the 
bitter with the sweet. 


Western ABA Sentiment 


Western opinion seems to be increas- 
ingly tending toward the position that 
the American Bankers Association has 
become nearly, if not entirely, impotent 
as a force active in the interests of all 
banking. A dozen men, all of whom 
carry weight in their respective states 
have expressed the opinion recently that 
they expected the association to lose 
members until such time as it reoriented 
itself to the position of a fighting force 
in behalf of the small town banker. It 
is being said openly and frankly that 
the ABA is more and more being run 
for and by its bureau chiefs and with 
only the slightest possible regard for 
the banks from the grass roots who pay 
the dues. This attitude is highlighted 
by the fact that comparatively few of 
the important figures in Western bank- 
ing take any part whatever in ABA ac- 
tivities. Nor do they, as a matter of 
fact, urge the younger officers in their 
organizations to seek office in the ABA 
organization. Where the trouble lies, 
your correspondent cannot say, all he 
can do is report an attitude. But if he 
were to hazard a guess, it would be that 
the ABA has tried to walk too softly, 
that it has feared and avoided contro- 
versy to the point where it has become 
largely a neuter. A case in point is the 
matter of the Russell Smith candidacy 
for the second vice-presidency. This 
presented several important issues and, 
while it is likely that Mr. Smith would 
have been defeated by a vote of the 
membership, that vote, after a full, open 
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discussion or debate, should have been 
taken. It was not, because too many 
people wanted “harmony.” However 
too much harmony is a dangerous 
thing. It means death. 


©) 


NEW CORPORATE CAPITAL ISSUES 


WE. regret that during the past four 
years there has been a progressive de- 
crease in the amount of new capital 
raised by corporations through the sale 
of securities to private investors. Such 
a decrease would be unforiunate in nor- 
mal times, for it reflects contraction 
rather than expansion in our industrial 
plant, but it is especially undesirable 
under present conditions. As part of 
the American system of free enterprise 
we should be financing our defense pro- 
gram by private investment funds and 
pariicularly while this effort is still in 
its early stages. We cannot reasonably 
hope that if we finance that national 
effort largely through the use of public 
funds in its early stages, we shall be 
able later on in a time of greater need 
to transfer its financing back to greaier 
reliance on private resources.—From 
the report of the Resolutions Commit- 
tee at the recent annual convention of 
the American Bankers Association. 


© 
DEFENSE FINANCING 


It is to be regretted, from the view- 
point of the public interest, as well as 
from ihat of the banks, that the increas- 
ing business activity of recent months 
should have been accompanied by only 
a minor increase in the volume of bank 
loans. In this critical period in our 
national life our country is undertaking 
a great and immensely expensive pro- 
gram for military and naval prepared- 
ness, at a time when we are already 
burdened with the greatest national debt 
in our history. Under these circum- 
stances every consideration of prudent 
fiscal policy should lead us to finance 
our defense efforts to as great an extent 
as possible through the direct use of 
bank credit, and to restrict as far as 
we can the inevitable increases in Fed- 
eral indebtedness. 
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GENERAL MOTORS 


is engaged primarily in facilitating 
wholesale distribution and retail 
sales of the following products of 
General Motors Corporation and 
its world-wide affiliates: CADILLAC, 
LA SALLE, BUICK, OLDSMOBILE, 
PONTIAC, CHEVROLET automobiles; 
FRIGIDAIRE appliances for refrig- 
eration and air conditioning; 
DELCO lighting, power 
and heating equip- 
ment; GMC trucks; 
BEDFORD, VAUX- 
HALL and other 


ACCEPTANCE 


GENERAL 
MOTORS 
INSTALMENT 


CORPORATION 


foreign made automotive vehicles. 

The business consists of invest- 
ments in self-liquidating credits, 
widely diversified as to region 
and enterprise, capital employed 
being in excess of $80,000,000. 

In obtaining short term accom- 
modation, GMAC issues one stan- 
dard form of note. This obliga- 
tion it offers to banks 
and institutions, in 
convenient maturities 
and denominations at 
current discount rates. 


PLAN 
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Not only should we resirict as far as 
possible the increases in national debt 
by a more general use of bank credit 
in the financing of our defense pro- 
gram, but we should also pay for a 
larger proportion of it out of current 
taxation, than has as yet been officially 
proposed, and finance a smaller part 
of it by debt which will have to be paid 
in future years. Our naiional credit 
is a potent asset of defense not possessed 
in equal degree by any other nation, 
and under present circumstances that 
asset should be conserved by every de- 
vice of prudent fiscal policy, and by 
rigid economy in the civil expenditures 
of government.—From the report of the 
Resolutions Committee at the recent an- 
nual convention of the American Bank- 
ers Association. 


© 
KNOW YOUR COSTS! 


It is my observation that it is more 
necessary for a bank to know what it 
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costs to do business than it is for the 
ordinary commercial firm whose profits 
arise from manufacture or sales and 
who can quickly adjust unprofitable 
operations. In banking the element of 
gain or loss cannot be reflected by sales 
transactions but can be determined only 
over a rather long period of time and 
then only in the aggregate involving 
many thousands of transactions of many 
kinds, through many departments. 

In short, the sense of cost analysis 
compels us to consider all angles of 
activity in the bank. Cost studies 
naturally lead to devising ways of im- 
proving operating methods, installation 
of labor saving equipment, opening of 
new avenues for service, and, in fact, 
anything to cut costs and increase effi- 
ciency. And, knowing his costs, the 
banker ‘is enabled to make and adopt 
sound budgets. Today it is not possible 
to operate a bank successfully along un- 
scientific lines.— Ernest L. Pearce, 
Executive Vice-President, The Union 
National Bank, Marquette, Michigan. 
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LOOKING BACK 


Selections from the Banking, Financial 
and Economic Thought of the Past 
Which Apply to Today’s Problems. 


Epitep By KEITH F. WARREN 


90 YEARS AGO 


The Bankers Magazine 
Bank-Note Engraving 


One of the best specimens that we 
have seen of bank-note engraving is 
from a plate engraved by Draper & 
Co., of Philadelphia, for the Harrisburg 
Bank. The design is quite unique, 
being an inverted arch with several 
appropriate figures emblematical of 
agriculture and commerce. If our 
banks wish to shut out entirely the 
paltry counterfeits with which the com- 
munity is flooded, they should employ 


- »« November, 1850 

the best artists as designers and en- 
gravers, and the best workmen as prin!- 
ers. Such work as that done for the 
Harrisburg Bank cannot be successfully 
imitated by counterfeiters or ordinary 
workmen, and we take pleasure in com- 
mending it to the scrutiny of banks in 
all the States. The later specimens of 
work by Rawdon, Wright & Co., and by 
Toppan, Carpenter & Co., are most 
finished pieces of note-engraving, and 
indicative of great perfection in this 
art. 


50 YEARS AGO 


The Bankers Magazine 


Business in Wall Street and Outside 

At the present time in Wall Street the 
‘Bears, as they are called, or the fearful 
and desponding class, have control of 
the market, who seem to think that the 
bottom has fallen out of things, or will 
at an early day. Consequently, prices 
are sagging downward with almost un- 
varying uniformity. Occasionally, there 
are spurts in the market, but not much 
is gained. When these people are 
asked when the end will come, they 
shake their heads in an ominous way, 
conveying the impression that it is a 
long way off. If, however, they were 
required to give reasons for their con- 
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November, 1890 


duct, they would in many cases be 
sorely puzzled. At the present time it 
is true that one can discover a cause 
for depression in railroad stocks in the 
smaller quantity of grains and other 
products than was produced last year. 
Nevertheless the crops are large, and 
the transportation companies have a 
great business before them. New de- 
velopments are occurring everywhere, 
giving rise to new tonnage, and thus 
the diminution of farm freights will be 
largely made up by other additions. 
Even this cause, therefore, ought not to 
effect, very seriously, a decline in rail- 
road shares. . . 
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While Wall Street is in this depressed 
condition, the country outside is for the 
most part prosperous. It is unquestion- 
ably true that the new tariff is stimulat- 
ing production in many ways; indeed, 
it is likely to stimulate excessively in 
several directions. The papers announce 
every day the organization of new enter- 
prises; this means the employment of 
more men, the building of more mills, 
more machinery, increased transporta- 


tion, and a general development. Thus, 
for the present, there will certainly be 
better times. Every tariff ever enacted 
has at least had a temporary effect of 
this kind, and there is no reason to 
suppose that this will. operate differ- 
ently. Whether it will prove a wise 
measure in the end is quite another 
question; but for some years, surely, 
it will stimulate the productive energies 
of the country. 


25 YEARS AGO 


The Bankers Magazine 
For the Defense of America 


There is one phase of the European 
struggle which can hardly have escaped 
attention. German troops rushed 
through Belgium and France in the 
summer of 1914 because the British 
forces were unable to give quick and 
effective military support to the defend- 
ing powers. 

Great Britain’s navy was prepared, 
and from the first has done effective 
service. There was unreadiness, too, on 
ihe part of France, but finally her 
armies got into operation, and after 
considerable delay, and after enormous 
losses in Belgium and in Northern 
France, the German offensive was 
checked. But the French and British 
were unable to follow up their partial 
successes by driving the Germans out 
of France and Belgium. Great Britain 
did not have an effective army large 
enough to lend the needed codperation. 
Had her army been of its present size 
and efficiency, and equippd as now, the 
German advance would have been halted 
earlier and the invaders probably driven 
back within their own borders. It is 
even probable that the war would not 
have been fought. But Great Britain 
was practically compelled to begin the 
task of evolving an army from the civil- 
ian population, to give these men the 
necessary toughness of physical fiber 
and to train them in the unknown art 
of war. It was necessary also to find 
equipment for them after they had been 
trained. Great complaints have been 
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raised, and not without reason, of the 
enormous cost of a constant mainten- 
ance of a large military force in times 
of peace, and yet it is doubtful whether 
from the standpoint of mere economy 
military unpreparedness has not been 
far more costly than a contrary policy. 

But however this may be, there is a 
supreme reason why a nation should 
be ready to defend its territory, its in- 
stitutions, and the lives of its people; 
and that is simply that if it does not 
take adequate means for such defense 
it may at any time incur the fate of the 
many republics and empires whose civ- 
ilization has been destroyed, territory 
appropriated, and inhabitants scattered 
or put to the sword. It is in no sense a 
question of whether one favors war or 
not. We cannot avoid looking facts in 
the face... . 

As Americans we must immediately 
recognize the necessity laid upon our 
Government and people of putting this 
country in a position of adequate na- 
tional defense. It is less a question of 
men than of training and equipment. 
Above all, we must revive that spirit 
which will quickly make it manifest to 
the world that while we mean to wage 
no aggressive war, and earnestly hope 
to live on a basis of mutual justice and 
concord with other nations, we will, if 
need be, put forth every possible energy 
and spare no expenditure of blood or 
money in defense of the principles and 
the institutions to which our forefathers 
pledged their lives, their fortunes and 
their sacred honor. 
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Financial 
Situation 


NE effect of the war in Europe and 
the disturbed conditions in the 
Far East has been seriously to 
limit the operations of American banks 
having branches in the countries imme- 
diately affected. In some cases these 
banks are continuing under such severe 
restrictions as to render them practically 
at a standstill, while in other instances 
these branches have been forced to 
close altogether, their staffs returning to 
the Uniied States. 

While this hardship to foreign 
branches of American banks, due to 
war, is by no means the most deplor- 
able incident of the conflict, it never- 
theless does indicate one of the great 
risks American banks incur in entering 
into the foreign field, and is something 
to be taken inio account when such ex- 
pansion is under consideration. There 
is no longer due respect for private 
property nor for the rights of individ- 


Abroad... 


A Monthly Survey 


uals of non-belligerent countries. War 
is making it more and more difficult 
not only to carry on the ordinary and 
beneficial operations of banking, but 
safely and profitably to carry on busi- 
ness of any kind—a state of affairs lead- 
ing to the anomalous situation tha! 
preparation for war. is itself becoming 
a major feature of the business of many 
of the nations of the world. 

The war on England, still being stub. 
bornly resisted, has inflicted grave dam- 
age on the British capital, but the re- 
sistance thus far has been of such 
character as to warrant the conclusion 
that the attack has failed. 

Not only has the theater of war been 
extended to Southeastern Europe, but a 
threatening situation has arisen in the 
Orient, due to increasing tension be- 
tween Japan and the United States. The 
gravity of this situation may be in- 
ferred from ihe fact that the American 
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PHILIPPINE NATIONAL BANK 


(Official Depository of the Commonwealth of the Philippines) 
(Established 1916) 


Head Office: MANILA 


Agency in NEW YORK: 25 Broadway 


Branches and Agencies throughout the Philippines 
Cable Address:“PHILNABANK” 


Chairman: JOSE ABAD SANTOS 


Surplus 
Deposits (Dec. 31, 1939) 


President: V. CARMONA 
Pesos 10,000,000 


10,000,000 
103,126,000 


CORRESPONDENTS IN ALL IMPORTANT CITIES OF THE WORLD. 


Government has asked all its nationals 
who can do so to return home as speed- 
ily as possible. 

It is apparent that the Axis powers 
have not achieved their major objective 
—the subjugation of England—but 
neither is there any present indication 
of an early conclusion of ihe war. On 
the contrary, present appearances not 
only point to a widening of the theater 
of operations, but to an indefinite con- 
tinuation of the conflict itself. 

Under these circumstances noihing is 
to be gained by ignoring the fact that 
however much the United States may 
abhor war, it may find itself unable to 
escape that calamity. 


ENGLAND 


THE difficulties of getting foreign gold 
oui of London are thus described in a 
recent issue of The Economist. 


The decision of the Treasury to discon- 
tinue purchases of gold held in London on 
foreign account, to which reference was 
made in The Economist of August 3lst, 
was the half-way ‘house to an important 
reconsideration of official gold purchasing 
policy the results of which have just been 
announced. The instructions sent to the 
bullion market by the Bank of England 
this week confirm that from last Tuesday 
the authorities will no longer make out- 
right purchases of non-residents’ gold in 
London, whether against payment in sterl- 
ing or in foreign currency. A non-resident 
continues, as hitherto, to have the right to 
hold gold in this country. But if he wishes 
to have that gold moved out of the coun- 
try, the sole course open to him now is to 
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lend the gold to the British Treasury for 
the duration of the war against the right 
to take delivery of 95 per cent of the 
amount so lent in Canada at the end of 
hostilities. Whereas no serious difficulty 
was previously encountered in obtaining 
export licenses for such holdings of gold, 
the experience of the market suggests that 
such licenses will no longer be granted. 
Consequently, the non-resident who desires 
to get his gold out of the country must 
avail himself of the new facilities for tak- 
ing possession of the metal in Canada after 
the end of the war. The loss of 5 per cent, 
which the holder incurs on the transaction, 
must not be deemed a negative rate of 
interest at which the loan of gold to the 
Government is made for the duration. It 
merely represents the minimum cost at 
which gold could under present circum- 
stances be shipped from this country to 
Canada. It should be added that the 
amount of gold still held in London on 
foreign account is now negligible. That 
being so, it may be doubted whether the 
de facto decision to suspend the grant of 
export licenses for gold is in fact justified. 
If the latest ruling on gold buying policy 
had been put into operation six months 
ago, there would have been every argument 
to advance in its favor. But to introduce 
the principle of blocking foreign gold in 
London for the duration now that there is 
next to no foreign gold left here is to sac- 
rifice a principle for a beggarly pittance. 
Principles may have depreciated over the 
past twelve months, but they still have 
some price. 


The Budget 


Commenting on the revised budget 
of 1940-41, The Bankers Magazine of 
London says that as a result of changes 
in taxation the revised estimates of the 
revenue for the year 1940-41 is £1,360,- 
191,000, but states that if expenditure 
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for the current year should approach 
the total of £2,800,000,000, there is a 
gap of not far from £1,400,000,000 to 
be met by borrowing. 


_ 


THE ARGENTINE 


Unpber date of September 30, the First 
National Bank of Boston received the 
following information from its branch 
in Buenos Aires: 

August exports were 32 million pesos 
less than imports, and the export bal- 
ance for the first eight months was 28 
million pesos as compared with 188 
millions in the same period last year. 


August, 1940 August, 1939 

m$n m$n 
Bank clearings 2,893,000,000 3,320,000,000 
Liabilities failures 5,559,000 7,016,000 


The combined bank statement issued 
by the Central Bank for July, 1940, 
shows: 

m$n 
4,086,000,000 
3,057,000,000 

779,000,000 
19.1 per cent 


Deposits 


Cash reserve 


No variation occurred in the official 
exchange market during the period un- 
der review. The buying rate continues 
at 335.82 for the dollar and 13.50 for 
the pound with the selling rates at 
373.13 and 15 for preferential exchange 
and 422.89 and 17 for secondary ex- 
change. On the free market the volume 
of trade was relatively low but there 
were sharp fluctuations with the peso 
appreciaiing approximately 3 per cent 
in terms of the dollar. The low was 
quoted on August 28 at 445, and the 
high on September 19 at 425. 

The August turnover of m$n 62,434,- 
000 on the Buenos Aires Stock Ex- 
change was the smallest since April, 
1939. It compares with m$n 74,697,- 
000 in the previous month and m$n 
97,569,000 in August, 1939. Trading 
during the current month, however, has 
improved considerably with the volume 
of transactions up about 40 per cent. 
Quotations have continued steady to 
firm with the 4 per cent Nationals, 4 
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per cent “Cédulas” (National Mortgage 
Bank bonds) and the Municipal 5’s of 
the city of Buenos Aires showing the 
largest gains ranging up to 114 points. 

The Central Bank statement of Sep- 
tember 15, 1940, shows: 

m$n 

1,363,250,946 

16,804,161 

215,040,864 


Gold and exchange 
Rediscounts 
Treasury ‘bonds 
Currency in circulation (z).. 1,395,657,318 
Deposits 557,217,058 
Reserve against currency ..115.15 per cent 
Reserve against combined 

currency and deposits .... 78.24 per cent 

(z) Includes Government backed  sub- 
sidiary coinage for m$n 211,783.658. 


The present exchange value of the 
free paper peso. is $0.235 U. S. 


—_— 


RISE IN SOVIET-U. S. TRADE 


THE renewal on August 6 of the Soviet- 
American trade agreement, whereby the 
Soviet Union receives the benefit of 
most-favored nation treatment in ex- 
change for a guarantee to purchase 
$40,000,000 of American products be- 
fore August, 1941, brought to a close a 
turbulent year of Soviet-American eco- 
nomic and political relations. The 
Soviet reservation, namely, that this 
minimum would be realized to the ex- 
tent that the American national defense 
program did not interfere with its buy- 
ing program, was but one reflection of 
the overshadowing influence of the Eu- 
ropean war. 

The war resulted in a sharp increase 
in American exports to the Soviet 
Union. American exports, including 
reexports, reached a total of almost 
$72,000,000 in the ten-month period, 
September, 1939-June, 1940, better than 
75 per cent higher than in the same 
period of the previous year and the 
highest point reached since the heavy 
purchases for the first five-year plan in 
1930-31.—Far Eastern Survey. 


THE PHILIPPINES 


AFTER July, 1946, the Philippine 
Islands will cease io become a depend- 
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ency of the United States. This ter- 
mination of the relations existing be- 
tween the two countries makes it of in- 
terest to learn what has been the result 
of the connection to both countries. The 
Far Eastern Survey, in its issue of Sep- 
tember 25, deals with this matter in an 
article on “The Philippines As An 
American Investment,” and from which 
the following extracts are made. 


Not only did the foreign trade of the 
Philippines expand greatly under Ameri- 
can rule, but free trade with the United 
States threw the bulk of commerce into 
those channels. Between 1899 and 1939, 
the United States sold to the Philippines 
goods valued at over $1.7 billion, and 
bought from that source goods valued at 
$2.3 billion. The visible balance of trade 
has therefore been greatly in favor of the 
Philippines, but this has been returned to 
the United States in the form of service 
items, shipping and insurance, interest and 
dividends on invested capital and payment 
of loans. Shipments of gold to the United 
States between 1899 and the end of 1938, 
amounting to well over $100 million, plus 
small shipments of silver, have helped to 
keep the balance of trade favorable to the 
Philippines. 

In terms of total investments, both di- 
rect and portfolio, the American share in 
the Philippines, estimated by the United 
States Tariff Commission at $200 million in 
1935, represented a little over one fourth 
of American investments in the Far East, 
or slightly over 1 per cent of total foreign 
investments of the United States. Of tiis 
total, some $36 million, or nearly 20 per 
cent, consisted of investments in bonds is- 
sued by various Philippine political entities, 
private companies, and religious organiza- 
tions; the remainder, direct investments in 
industries. Of the portfolio investments, 
$31 million were in Philippine government 
bonds; nearly $2 million in bonds of the 
Manila railroad; $2.7 in notes of religious 
insttiutions; and the remainder in corpo- 
rate bonds issued by sugar centrals. 


Comparable figures for later years are 
not available. However, it was estimated 
by the United States Department of Com- 
merce that some $42.8 million of Philippine 
bonds were held in the United States at the 
end of 1938, of which $38.1 were govern- 
ment. This may be compared with figures 
given in the Third Annual Report of the 
President of the Philippines, which give the 
Philippine bonded debt at the end of 1938 
as $74.5 million, of which $33.8 was cov- 
ered by sinking funds. Most of the out- 
standing debt of $40.7 was held in the 


United States. Total cash receipts in the 
United States on American portfolio in- 
vestments in the Philippines in 1938 
amounted to over $4 million. 

The position of Americans in the Philip- 
pines during the Commonwealth and there- 
after has been protected. They still enjoy 
under the Commonwealth rights which are 
denied to other nationals as a result of 
constitutional provisions and new legisla- 
tion aimed at reserving the country’s natural 
resources and domestic trade for the Fili- 
pino people. The Independence Act and 
the Constitution of the Philippines pro- 
vide that, pending the final and complete 
withdrawal of the sovereignty of the United 
States over the Philippines, citizens and 
corporations of the United States shall en- 
joy in the Commonwealth all civil rights 
of the citizens and corporations respectively 
thereof. The Constitution further provides 
that, when the Philippines shall have been 
proclaimed independent, the property 
rights of the United States and the Philip- 
pines shall be promptly adjusted and set- 
tled, and all existing property rights of 
citizens or corporations of the United 
States shall be acknowledged, respected, 
and safeguarded to the same extent as 
property rights of citizens of the Philip- 
pines. 


—_ 


INCREASED TRADE WITH LATIN 
AMERICA 


A 50 per cent increase in the value 
of our exports to the Latin American 
Republics featured our foreign trade 
during the first year of the European 
war. Valued at $733,135,000, United 
States shipments to those nations dur- 
ing this period compared with $490,- 
064,000 for the previous twelve months, 
and $544,254,000 during the equivalent 
period ended August 31, 1938. This 
war-period total exceeded that for any 
calendar year since the low ebb touched 
in 1932 when our exports to the twenty 
republics totaled only $194,500,000. It 
still fell far short, however, of the ban- 
ner year 1920 when, responding to con- 
ditions of flourishing domestic eco- 
nomics, the exhilarating influence of 
wartime free spending, and the highly 
inflated price level of the United States, 
the nations to the. south came to this 
country for more than a billion dollars’ 
worth of our goods.—Foreign Com- 
merce Weekly. 
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SERVING CITY AND COUNTRY ALIKE 


BANK OF MONTREAL 


Established 1817 
500 BRANCHES IN CANADA 
Head Office: Montreal 


New York Agency: 64 Wall St. 


Chicago Office: 27 South La Salle St. 


San Francisco Office: 333 California St. 


Current Conditions in Canada 


HE usual economic indices of 

Canadian business are completely 

overshadowed by the swift progress 
toward the utilization of every resource 
of manpower and material in the coun- 
try in the production of war munitions 
and fighting forces. In both respects 
the order of the day is “Full speed 
ahead,” reports the Bank of Montreal 
in its Business Summary for October 23. 
The summary continues: 

“During the month, the first class for 
compulsory military training has been 
called to camp, while in the matter of 
production of munitions of war, existing 
plants have been working at capacity, 
with plant extensions everywhere in 
progress and new plants and new indus- 
tries being established as rapidly as 
men and materials can be mobilized for 
the purpose. 

“Due partly to the acceleration of 
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war industries and partly to the calling 
up of men for military training, em- 
ployment is at the highest level in the 
20 years during which records have 
been kept, and signs of a shortage in 
skilled labor have appeared. Conse- 
quently, following strong representa- 
tions made at Ottawa by industrial lead- 
ers, instructions have been issued to the 
boards selecting drafts for compulsory 
military service that workers engaged 
in what are considered essential war 
services are to be permitted to postpone 
their military training. Certain firms 
are also laying plans to train women for 
work which the latter have not hitherto 
attempted, and every possible means 
will be employed to ensure that shortage 
of labor will not impede production. 
The increase in employment is having 
its reflection on wholesale and retail 
tfade all over the country, while the 
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building construction industry, long at 
a low level, is experiencing a marked 
revival. 

“In the first week of the present 
month, the allocation of war contracts 
was greater in value than in any single 
week since the war began. At the end 
of September orders of a total value of 
$524,000,000 had been placed—$390,- 
000,000 for the Canadian Government 
and $134,000,000 for the British Gov- 
ernment. The activity of the aircraft 
industry is being steadily increased; 40 
per cent more workers have been en- 
gaged in the last three months, the total 
now being 11,000. During this period, 
in excess of 400 planes built or assem- 
bled in Canada were delivered to the 
Royal Canadian Air Force, and orders 
were placed for new aircraft of a value 
of about $35,000,000. Additional fac- 
tories for the manufacture of aircraft 
are among the large new plants for the 
construction of which arrangements have 
been completed. 

“Every shipyard in Canada is work- 
ing overtime, and announcement has 
been made that plans are in train for 
a new shipbuilding program. The iron 
and steel industries and plants manu- 
facturing machine tools are working at 
high pressure, and orders for automo- 
tive military equipment are keeping the 
output of the automobile plants abnor- 
mally high. Mining and metallurgical 
production, already high, is being in- 
tensified. 

“Retail trade in the cities and towns 
is very satisfactory and there is a brisk 
demand for groceries, hardware and 
household furnishings. Business in 
western Canada will not derive the full 
benefits expected from the bumper crop 
until arrangements are made to accept 
from the farmers full delivery of their 
crops, but when this has been accom- 
plished the aggregate volume of rural 
purchasing power there should be 
higher this winter than last.” 


Monthly Commercial Letter 
The Canadian Bank of Commerce 


In its Monthly Commercial Letter for 
October, The Canadian Bank of Com- 
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merce reports that their index of indus- 
trial activity reached a new peak in 
mid-September at 127, as compared 
with 121 in mid-August (1937—100), 
while the current capacity of plant 
utilized rose from 91 to 94 per cent. 
The level of manufacturing output was 
27 per cent higher than a year ago, 
when it was equal to the average of 
1937. The report continues: 

“Most of this gain over August was 
due to seasonal activity in the process- 
ing of consumers’ goods and was most 
marked in foodstuffs (especially flour 
and other cereals), clothing (especially 
leather and rubber footwear, women’s 
dresses and knitted goods) and furni- 
ture. Among producers’ goods in these 
groups there was a slight to moderate 
increase in the output of cottons and 
silks, newsprint and the products of 
planing mills. There was no net 
change in that of men’s clothing and 
furnishings nor of woollen piece goods. 
Lumber and miscellaneous paper prod- 
ucts registered declines. 

“The automotive groups showed a 
gain, an increase in supplies and 
accessories more than offsetting a de- 
cline in automobiles and tires. With 
hardly an exception the iron and steel 
trades registered important gains, as a 
result of both government and private 
orders. Among miscellaneous industries 
leather continued to show greater 
strength.” 


Reporting on commodity price trends, 
the letter states: 


“The commodity price structure has 
been subjected to conflicting influences 
practically since the outbreak of war, 
with the result that, after the initial rise 
in September, the general level of whole- 
sale prices in this country has been re- 
markably steady. During the past six 
months, and more particularly the past 
quarter, the influence on world prices 
of both inflationary and deflationary 
factors has intensified, and the not dis- 
tant future should determine which will 
have the ascendancy and the extent to 
which that ascendancy will be officially 
controlled... . 

“The relatively sharp rate of increase 
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in Canadian wholesale prices during the 
August, 1939-June, 1940 period is the 
result of three main factors. About two- 
thirds of our increasingly heavy imports 
come from the United States, where our 
exchange is at a discount; the price of 
wheat, the most important single com- 
modity in our wholesale price index, 
rose nearly 32 per cent as a result of 
the increase in the minimum level; and 


Canada’s competitive advantage in her 
position as Great Britain’s nearest 
source of supply within the Empire 
makes possible a higher price level for 
certain goods such as lumber, pulp and 
chemicals, than can be maintained else- 
where. In August the import and ex- 
port classifications were 19 and 18 per 
cent higher in price, respectively, than 
in August, 1939.” 


Canada-U. 8. Trade Potentialities 


The Exchange, Monthly Publication of the New York Stock Exchange 


EHIND the military aspects of the 
United States-Canadian agreement 
on Western Hemisphere defense lie 

potentialities of development in trade 
and finance that suggest the arrival at 
a crossroads of history. Immediate 
attention may be confined to setting up 
air and naval bases suitable for safe- 
guarding the Atlantic and Pacific coast- 
lines, but long-range planning will give 
rise to other considerations. Should the 
proposal for a St. Lawrence seaway be 
revived? Is an international highway 
linking the United States and Alaska to 
be constructed? 

Will American investments in Can- 
ada, already aggregating some $4,000,- 
000,000* and representing about one- 
third of all American long-term foreign 
investments, increase still further? What 
of Britain’s investment in Canada, which 
declined by about $125,000,000 during 
1939, while United States capital was 
flowing into the Dominion at a net rate, 
for the year, of $83,000,000? Does this 
shift portend a trend to be accentuated 
more sharply in the future? United 
States guarantees of protection for 
Canada may well have the effect of 
enhancing the attractiveness of invest- 
ment in that country. 

To sparsely settled sections of Can- 
ada, the activity incident to the construc- 
tion of new defense facilities may bring 


*Note: Since United States investments 
have been made in Canada over a period of 
many years and under varying rates of ex- 
change, the United States and Canadian 
dollars are considered at parity for the 
purposes of this article. 
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a boom comparable to that described 
as now taking place in Alaska, where 
Army units and Civilian Conservation 
Corps members are now landing to level 
off air fields and prepare military bases. 
Employment-giving projects may appear 
to be an unneeded blessing in Canada, 
a land where labor shortages already 
are threatening in war industries, bu! 
the work involved in road construction 
and ground preparation of bases is not 
the skilled type required in the metal- 
working and other factory trades. 

Beyond the stimulating effect of im- 
mediate defense activities lies the possi- 
bility that the Western Hemisphere will 
have to learn Europe’s lesson—that 
preparedness is not an emergency prop- 
osition, but must be on a permanent 
basis, with the most recent war never 
the last one. 


Sharp Trade Rise 


Trade between the two countries 
already has experienced a sharp rise. 
United States exports to Canada in the 
first six months of this year amounted 
to $316,000,000—approximately 15 per 
cent of our total exports to all countries. 
And imports from Canada in the same 
period came to $184,000,000—again, 
about 15 per cent of our total imports. 
Trade between the two countries in 
1939 amounted to $493,000,000 of 
United States exports and $340,000,000 
of imports from Canada. 

Much of the increase in Canadian- 
bound traffic is to be attributed, nat- 
urally, to the movement of war mate- 
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rials. Large quantities of petroleum 
products, aircraft and munitions are 
being shipped northward. But the 
world conditions which have produced 
closer defense ties between the two 
nations are resulting, as well, in a spurt 
in normal trade. Shutting off of Swed- 
ish and Norwegian sources of lumber 
and wood pulp has given new impetus 
to these Canadian industries. And as 
the level of industrial activity in the 
United States has risen, domestic de- 
mands on Canadian nickel and asbestos 
have increased. 


Economic Interdependence 


Any opinion suggesting that United 
States-Canadian relations are on a 
“one-way” basis, with this country the 
over-bearing partner, is immediately 
refuted once the economic, as well as 
the military, interdependence of the two 
nations is realized. Imports from 
Canada are more than double the value 
of our imports from any other country. 
For such everyday products as automo- 
bile brake linings, asbestos roofing 
shingles and many types of industrial 
insulations, we are completely depend- 
ent upon Canada, since domestic de- 
posits of asbestos are mostly either of 
improper quality or inaccessible. Up 
to the start of the war, Canadian exports 
to this country were increasing at a 
faster rate than our exports to her. The 
Dominion’s progress in industrialization 
also is giving her greater stability as 
regards manufactured goods. 

Canada has long found a _ ready 
market for her securities in this coun- 
try. The Dominion Department of 
Trade and Commerce reports that with 
the exception of one municipal issue 
sold in The Netherlands, practically all 
of the new issues in 1939 (including 
refinancing) were sold in the United 
States. 

Trading during the past year in 
established securities resulted, as well, 
in a credit balance for Canada. Of an 
inflow of $72,000,000, representing the 
amount by which foreign purchases of 
outstanding securities from Canadians 
exceeded purchases by Canadians from 


foreign countries, $57,000,000  orig- 
inated from trade with this country (in 
both Canadian and United States 
issues). 

The rest of the inflow came from 
overseas countries other than Great 
Britain, from which Canadians made net 
repurchases of $5,500,000 of securities. 


Results for the first six months of this 
year, on balance, show the United 
States buying $9,300,000 of Canadian 
securities, and Canada reducing her 
holdings of United States securities by 
about $11,500,000. (These figures are 
exclusive of sales of new issues of 
Canadian securities and the redemption 
of called or matured Canadian bonds 
owned in the United States). 


Canadian Investment Opportunities 


The opportunities in Canada for the 
employment of United States capital 
have frequently been pointed out— 
mainly in the development of the Do- 
minion’s rich heritage of natural min- 
eral resources. The value of minerals 
produced annually in Canada has 
mounted in recent years to some 
$500,000,000. 

Under the strain of a _ wartime 
economy, however, bulges in corporate 
profits in Canada are scarcely to be 
looked for at this time. The Dominion’s 
excess profits tax now is levied at the 
rate of 75 per cent on corporate profits 
in excess of annual earnings during the 
standard base period, 1936 to 1939. 

Yet, under current world conditions, 
idle funds searching opportunities for 
foreign investment can find attractive 
situations to investigate in Canada. 
Whatever assurance a high level of busi- 
ness activity can give of satisfactory 
earnings is now present in that country 
—where industry is operating at far 
above 1929 levels. And as tightening 
lines of defense constrict world areas of 
financial operations, as well as of other 
normal processes, what could be more 
natural than to solidify financial rela- 
tions with a country to which we are 
bound by a wide array of trade and 
business activities? 
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BOOKS for 
BANKERS 


Brief Reviews 


M-Day: BANKING AND FINANCE. By 
A. Philip Woolfson, Contributing Edi- 
tor, THE BANKERS MAGAZINE; Econo- 
mist and Member of the New York 
Bar. Cambridge, Mass.: Brady Pub- 
lishing Corporation. 1940. Pp. 116. 
$2.50. 


Tuts book was written to answer the 
questions which many American bank- 
ers are asking today: If and when 
M-Day comes, how will it affect our 
American banking and financial insti- 
tutions? How will the present world 
economic revolution affect American 
bankers? 

Nobody knows, of course, what will 
be the effect on our American economy 
and especially on our banking system 
if and when the United States becomes 
involved in the present war. The author 
of this book, however, has carefully 
studied what happened to business and 
the banks in Germany and Italy under 
a totalitarian war regime, and in Eng- 
land where the war economy has neces- 
sitated adoption of many totalitarian 
devices. From these European prece- 
dents, and from the laws already on our 
books and the war legislation under 
consideration, he shows what is likely 
to happen in this country under a re- 
armament or war economy forced upon 
us by the world crisis. 

The book considers the probable 
effects upon bank credit extension, on 
interest rates, on the development of 
branch and unit banking, on bank in- 
vestment policies (especially with re- 
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spect to Government securities), on 
bank personnel problems, and on bank 
personal loan business. 

It contains a complete survey of 
M-Day legislation as it applies both to 
American industry and banking. Every 
banker and investment man owes it to 
himself and his organization to read 
this book in order to familiarize himself 
with what has happened to banking and 
business in other countries, and what is 
likely to happen in the United States in 
the event of war. 


SELECTED BriBLIOGRAPHY OF Money, 
CrepDIT, BANKING AND Business FI- 
NANCE. By Ray B. Westerfield, Pro- 
fessor of Economics, Yale University. 
Cambridge, Mass.: Bankers Publish- 
ing Company. Pp. 136. $1.50. 


THE books listed in this bibliography 
are arranged under seventy-five head- 
ings which experience has shown to be 
the most useful. For each book is given 
the author, the title, the date of pub- 
lication and the publisher. 

This work was undertaken by Profes- 
sor Westerfield to meet the need fre- 
quently expressed by students in our 
universities; by members of the Ameri- 
can Institute of Banking who are pur- 
suing courses given under its tutelage; 
and by the banking fraternity, young 
and old, who wish guidance in their 
reading and study. Undoubtedly it will 
also help the libraries of our cities, uni- 
versities, business colleges, and banks 
to build a rounded list of useful books. 
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It contains also an alphabetical list 
of authors with numerical references to 
all of their books listed and also a list 
of the names and addresses of all pub- 
lishers. At the end of each subject list 
a blank space is left so that the user 
of the book can make pencilled nota- 
tions of new books as they may appear. 


THE BANKERS BE Damnep. By U. V. 
Wilcox. New York: Daniel Ryerson, 
Inc. 1940. Pp. 163. $2.00. 


WriTTEN by the Washington corre- 
spondent of the American Banker and 
editor of the weekly review “Washing- 
ton Banktrends and Backgrounds,” this 
jook presents an intimate, detailed ac- 
count of the purges, intrigue, contests 
‘or power and authority which have af- 
‘ected bankers, banks, banking, and de- 


positors during recent years. 


The chief actors in the Washington 
banking drama are named and de- 
scribed, eleven full-page character 
studies by Althea Wilcox being in- 
cluded. Chapters include: Bankers 
damned if they do and damned if they 
don’t; surely banking is the depositor’s 
business too; the banking sword; 
“Jefty” O’Connor tries; the Federal Re- 
serve System is made over; Jesse Jones 
plays the game; Leo Crowley woos the 
little bankers; the Comptroller’s office 
changes color; the Comptroller’s office 
in the balance; under the Secretary of 
the Treasury; the Federal Reserve Board 
tries; the threat of another banking sys- 
tem; the Securities and Exchange Com- 
mission moves in; banks are provided 
with labor troubles; Congressional com- 
mittees must be understood; the inde- 
pendent bankers and Washington; bank- 
ers can save themselves. 


In the final chapter, Mr. Wilcox sets 
forth a suggested seven point program 
for constructive and practical action. 
This program includes an end to bank- 
ers apologizing; greater familiarity with 
the trends and background of govern- 
ment; the assumption of an aggressive 
position in Washington affairs; offering 
of constructive criticism; insistence 
upon the right of organized banking to 
function in an advisory capacity to bank 
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Always a sound 
investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 


Commercial courses for advanced stu- 
dents. Private or class instruction. Day 
or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 


BERLIT SCHOOL OF 


LANGUAGES 

630 Fifth Ave. 

International Bldg., Rockefeller Center 
Court Street 


PHILADELPHIA 
PITTsBURGH 
WASHINGTON 


S. 15th Street 
Grant Building 
1115 Connecticut Avenue 


supervisory authorities; work towards 
repeal or time limitation on present 
emergency laws; and education of Con- 
gress and government officials on bank- 
ing problems. 


THe PATTERN OF CONSUMER DEBT, 
1935-36. By Blanche Bernstein. New 
York: National Bureau of Economic 


Research. 1940. Pp. 237. $2.50. 


SIXTH in a series of studies of consumer 
instalment financing by the National 
Bureau of Economic Research under 
grants from the Association of Reserve 
City Bankers and the Rockefeller 
Foundation, this book presents a statis- 
tical analysis of the pattern of consumer 
debt of non-relief families. It provides 
information on the frequency of retail 
instalment, cash loan and charge ac- 
count> debt; the distribution of debtors 
by income level; change in amount of 
indebtedness—its dollar volume and 
distribution; the pattern of increase and 
decrease in retail instalment, cash loan 
and charge account debt; variations in 


431 





the pattern of consumer debt by region 
and type of community; instalment debt 
—its pattern by type of commodity; 
variations by occupational group and 
size of family; consumer credit—the 
market for it and its function as an addi- 
tion to purchasing power. Thirty-five 
charts, and eighty-eight tables supple- 
ment the text, furnishing much of real 
interest and value to the student of con- 
sumer instalment financing. 


Pusuiic Utinity Security ANAtysis. By 
John F. Childs and Francis Wood- 
bridge. New York: Barron’s Publish- 
ing Co., Inc. 1940. Pp. 107. $1.50. 


THE layman will find this primer on 
public utility security analysis of definite 
value. Clarity of presentation facili- 
tates an easy understanding of those 
fundamentals affecting utility values. 
In practical fashion the authors break 
down corporate balance sheet and earn- 
ing statements so that the average in- 
vestor may readily determine for him- 
self the merits of utility securities he 
may investigate; holding as well as 
operating company analysis is _pre- 
sented. 

The volume does not assume to cover 
the more detailed and complex prob- 
lems of the industry. However, it suc- 
cessfully presents the highlights for the 
individual who is interested in learning 
rules of thumb with which to guide 
himself. 


WarRTIME CONTROL OF Prices. By 
Charles O. Hardy. Washington, 
D. C. The Brookings Institution. 1940. 
Pp. 216. $1.00. 


THIS investigation, undertaken at the 
request of the United States War De- 
partment, is divided into two major sec- 
tions. Part I is a condensed analysis 
of the problems involved in the wartime 
control of prices, leading to the author’s 
conclusions with reference to the possi- 
bilities of price control and the methods 
which should be employed. Part II is 
a review and appraisal of the price con- 
trols developed in the U. S. during the 
first World War. 


In addition to an introduction con- 
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taining an integrated summary of the 
analysis as a whole, chapters are de- 
voted to: Nature and scope of the prob- 
lem; control of prices through fiscal 
and banking policies; indirect controls 
over prices; selective control of prices; 
the machinery of control; control by 
fixing a price ceiling; control of prices 
of basic materials; price control by the 
food administration; price control by 
the fuel administration; the control of 
rents; lessons of the World War expe- 
rience. 


Monetary MANAGEMENT UNDER THE 
New Dear. By Arthur Whipple 
Crawford. Washington, D. C.; Ameri- 
can Council on Public Affairs. 1940. 
Pp. 380. $3.75 (paper cover $3.25). 


PRESENTING a broad picture of mone- 
tary developments under the New Deal. 
the author traces the evolution of the 
managed currency system from the 
period just prior to the Roosevelt ad- 
ministration, surveys the problems aris- 
ing in its operation, appraises the 
results, and explores the outlook for the 
future. 

Chapters are devoted to: Monetary 
trends in the Hoover Administration; 
the money issue in the 1932 campaign: 
the Roosevelt revolution, March to 
June, 1933; the London Conference of 
1933; temporary gold and silver pro- 
grams; a permanent gold basis for cur- 
rency management; silver in monetary 
mechanism; monetary aspects of bank- 
ing laws; changes in forms of currency; 
constitutional powers; dual authority 
in monetary management; objectives of 
monetary policy; operation of credit 
controls; results of silver policies; 
monetary management in the interna- 
tional sphere; the gold problem; effects 
of monetary management; the future of 
the monetary mechanism. A good bib- 
liography on the subject is included, 
and the book is well indexed. 

The author has had the advantage of 
contacts in Washington throughout the 
period of the New Deal as well as dur- 
ing several previous administrations. 
Duties as a writer on economic and 
financial subjects for newspapers and 
banking and other publications during 
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the first two years of the New Deal, and 
previously, afforded an unusual oppor- 
tunity to observe at close range the vari- 
ous steps in the evolution of the present 
monetary system. First-hand knowledge 
of policies and actions in Washington 
was supplemented by attendance at the 
World Monetary and Economic Confer- 
ence at London in 1933. 


8aNK MANAGEMENT: A Case Book. By 
J. Franklin Ebersole. New York: 
McGraw-Hill. 1940. Pp. 626. $5.00. 


Tuts is the third edition of this valuable 
book on bank management by this 
author who is professor of finance at 
ihe Harvard Business School. The 
hook, as its title implies, utilizes the 
‘case” method to illustrate typical 
problems of bank management. The 
author says in his preface: “The object 
f this book is to provide present and 
prospective bank managers and public 
supervisors with realistic situations pre- 
senting the major problems of policy 
which must be properly solved for suc- 
cessful bank administration and public 
regulation. With few exceptions, the 
cases are taken from actual banking 
experience.” 

The following list of topics covered 
will give the reader an idea of the wide 
scope of this book: Determination of the 
amount of bank assets needed to be held 
at different times in the form of cash; 
policies and methods for assurance of 
adequate cash when needed by a bank; 
loans between correspondent banks; 
customers unsecured loans; commercial 
paper; trade acceptances; commodity- 
secured loans; collateral-secured loans; 
consumer instalment credits; real estate 
loans; bond portfolio policy; stocks; 
allocation of cash, customers’ loans, 
other loans and bonds; organizing a 
bank; purchase or _ consolidation; 
branch, group and chain banking; seek- 
ing new customers; seeking new loan 
outlets; underwriting; —_— originating 
FHA mortgages; trust departments; 
savings deposits and debentures; for- 
eign exchange; specialization and re- 
sponsibilities of officers and directors; 
bank building; bank personnel; audit- 
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ing; earnings and dividends; cost an- 
alysis of customers’ accounts; public 
relations; clearing houses; Government 
supervision; quasi-Government loans; 
Federal Reserve credit policy; money 
management. 

Actual cases are given to illustrate 
all of these problems followed by ques- 
tions to test the reader’s knowledge of 
the principles involved and to direct his 
thinking along constructive lines. 


Trust Business IN Common’ Law 
Countries. By Gilbert Thomas 
Stephenson. Trust Research Series. 
New York: American Bankers Asso- 
ciation. 1940. Pp. 911. $5.00. 


TuIs volume is a series of comparative 
studies of trust business in common law 
countries. These countries are the 
English-speaking countries of the British 
Commonwealth of Nations and _ the 
United States of America, in which the 
Anglican or common law is the prevail- 
ing system. 

The main thesis of these studies is 
that there is a common law system of 
trust business, which is an outgrowth of 
the common law itself. Developed step 
by step and country by _ country 
throughout the body of the text, the 
thesis is presented, with the supporting 
evidence in the concluding study. 

For a long time it has been recog- 
nized that a person who would acquire 
a thorough understanding of trust busi- 
ness in the United States must be fa- 
miliar with trust business, not in his 
state alone, but in all of the states. 
Hence trust literature and trust educa- 
tion are being developed on a nation- 
wide scale rather than within state lines. 
These studies now bring to light the 
further fact that a person who would 
acquire a thorough understanding of 
trust business as a whole, with all its 
ramifications and possibilities, must go 
beyond national boundaries even and 
must -include within the range of his 
interest and inquiry all the countries 
of the common law world. 

The book covers a study of trust busi- 
ness in England and Wales; Scotland; 
Ireland; Canada; New Zealand; Aus- 
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tralia; the Union of South Africa; 
British India, Burma and Ceylon and 
other countries of the British Common- 


wealth and the United States. 


EstaTE PLANNING TO MINIMIZE TAXES. 
By Morse Garwood. New York: 
Prentice-Hall. Pp. 269. $3.50. 


Tuts book is designed to be an explana- 
tory guide and reference manual for 
those who are called upon to give 
counsel on estate matters such as life 
underwriters, trust officers or attorneys. 
It explains the tax problems of estate 
planning in simple language, intelligible 
to the layman. The application of the 
tax rules to insurance and trust prob- 
lems is explained and illustrated. A 
great variety of problems is presented. 
Each of these has been taken from an 
actual case, so that the reader may 
profit from the experiences, the well- 
thought-out and successful plans of 
others. 


The author simplifies the subject of 
taxation and estate planning by explain- 
ing the nature of the various taxes, what 
deductions and exemptions are, how to 
compute the taxes, and how life insur- 
ance and trusts may form an important 
part of the plan. A complete section 
discusses the preparation of the plan 
and outlines actual cases as guides to 
follow. 


Mr. Garwood is in the trust depart- 
ment of the Provident Trust Company of 
Philadelphia where he is called upon 
to do considerable work for clients of 
his bank. He has a good legal and tax 
background and has had years of life 
insurance and trust company experience. 


DeEMocRACY AND Finance. By William 
O. Douglas, Associate Justice of the 
Supreme Court. New Haven, Conn.; 


Yale University Press. 1940. $3.00. 


Tuis book is a collection of the public 
addresses and statements of William O. 
Douglas, as member and chairman of 
the Securities and Exchange Commis- 
sion during the two years preceding his 
appointment as Justice of the Supreme 
Court. 


These chapters represent a_ clear- 
headed and intelligent attack on high 
finance where it is “unproductive and 
where it is worse than that.” 

The author, as a member of the 
SEC, was a vigorous opponent of finan- 
cial oligarchies that controlled great 
enterprises without _ responsibilities 
commensurate with their power, and in 
this book a large segment of what the 
author believes to be wrong with our 
economy is revealed along with sugges- 
tions for mending our trouble. 


_“ 


BOOKLETS 


Ir War Comes: Mosinizinc MACHINES ANI 
Men. By Percy W. Bidwell. New York: 
Public Affairs Committee, Inc. 1940. Pp. 
32. 10 cents. 


Basep on a study of the Council on Foreign 
Relations published as “Mobilizing Civilian 
America,” by Harold J. Tobin and Percy 
W. Bidwell, this pamphlet discusses prob- 
lems raised by the War Department’s In- 
dustrial Mobilization Plan and such legisla- 
tion as has been enacted up to September 
10, 1940, affecting the mobilization of in- 
dustry in wartime. Among the phases of 
the subject covered are: Labor in wartime; 
the control of business; propaganda and 
censorship; a defense economy; etc. 


EmproyMent AND Pay Routs 1x Strate Un- 
EMPLOYMENT COMPENSATION Systems, 1935. 
Washington, D.-C.: Federal Security 
Agency, Social Security Board, Bureau 
of Employment Security. 1940. 2 vols. 

Tus two-volume. study, comprising a 26- 
page introduction of general explanation — 
and a series of 64 graphs and 177 statis- 
tical tables, make available for the first 
time information on’ monthly employment 
and quarterly pay rolls during 1938 for 
each industry within each state. Data is 
included on: the fluctuations in employment 
and wages among the various industries in 
each state; the volume of wages contributed 
by each industry to the total available pur- 
chasing power in each state; the degree of 
concentration and diversity of industries 
in the states. The employment and wage 
data shown, when brought together, roughly 
indicate the extent of underemployment 
and of “spread work” practices among the 
various industries. 

This and similar data to be issued for 
subsequent years will be of interest, to 
business and labor groups, and to public 
and private’ research organizations as we'll 
as to those immediately concerned with the 
administration of unemployment insurance. 
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Confiscatory Real Estate Taxa- 
tion Burden 


By Wituiam H. Hussanp 
Member, Federal Home Loan Bank Board, Washington, D. C. 


HE burden of confiscatory real es- 

tate taxation in many cities renders 

existing houses a drug on the mar- 
ket and depreciates all real estate 
values. 

The effect of taxes on new construc- 
iion is given more public attention but, 
after all, new home seekers usually have 
the option of selecting sites where taxa- 
tion is equitable—a means of escaping 
an undue burden. 

The owner of an existing home, on 
the other hand, has no such alternative. 
He must suffer the loss of net income in 
the case of rentals, or a serious loss of 
capital investmeni in case of sale. 

Undoubtedly many cities are hard 
pressed for revenue, but civic leaders 
should give thought to the possibility 
that burdensome taxation in the end 
may reduce their income by encourag- 
ing tax delinquencies and by literally 
forcing the abandonment of homes. 

No communiiy can continue to ob- 
tain revenue from inequitable tax rates 
when people have the power to move 
away—and that’s just what they are do- 
ing in a great many American cities. 

The Home Owners Loan Corporation 
has made a study of assessed valuations, 
as compared to sales prices, on the 
homes it has been forced to acquire. 
Throughout the northeast, particularly 
in New York, New Jersey and Massa- 
chusetts, it found assessed valuations 
ran far above sales prices, creating 
effective tax rates which are almost 
confiscatory. 


Comparative Tax Rates 


The effective tax rate on a diversified 
group of HOLC homes in Newark, for 
instance, was found to be $57.80. In 


Boston, it was $51.50, in Brooklyn 
$47.20 and in the Bronx, New York, 
$43.20. Compare these rates with those 
in effect on HOLC homes in such cities 
as Cincinnati and Cleveland—$19.20 
and $21.10, respectively. 

Smaller cities were no better than 
larger ones in the northeast. A group 
of HOLC houses in Chelsea, Massachu- 
setts, were found to be taxed at an 
effective rate of $73.50. In Lynn, taxes 
were $47.20, in Medford, $51.50. 

Our main investigations, of course, 
have been confined to HOLC properties. 
But in Rochester, New York, where our 
officials reported an effective tax raie of 
$62 on our properties, a private institu- 
tion furnished us with a similar story. 
Fifteen properties on which it is 
assessed $192,620 are being listed for 
sale at $107,350—and the institution 
frankly says it will take $500 to $1,000 
less per house. The effective tax rate 
on these fifteen properties is $66. 

The result of such burdensome taxa- 
tion, unintentional though it may be, 
is to depress the value of properties 
from which communities hope to get 
revenue. In extreme cases, revenue is 
completely lost because the confiscatory 
taxation means abandonment; more seri- 
ous, however, is the effect upon total 
revenues in an accumulation of de- 
linquencies in many cities. 

Private institutions, in common with 
the HOLC, have a heavy stake in the 
vast number of used homes overhanging 
the real estate market. Taxation which 
prevents their sale at equitable prices 
means a heavy loss to home-financing 


‘institutions and their investors—and, in 


extreme cases, prevents their sale at 
almost any price. 
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Personnel Stimulation 


By Louts W. BisHop 


Cashier, State-Planters Bank and Trust Company, Richmond, Va. 


HEN we purchase a machine we 

know exactly what it will not do. 

We know it would be of no use 
to try to encourage it, to try to stimu- 
late its mind or to develop it for any 
function other than that for which it 
was devised. But men! That is a dif- 
ferent problem. Men are noi a stand- 
ardized product and their talents and 
reactions are as varied as their num- 
ber. Those individuals possessed of 
such initiative and power of imagina- 
tion as not to require stimulation are 
indeed blessed. I believe that talent is 
often lost or delayed because we who 
have the opportunity to stimulate 
others, fail to do so. Andrew Carnegie 
once said, “I’ll pay most for men who 
can handle others.” He gave Schwab 
a million dollars a year to handle his 
men. 

Up to this point in the history of 
the American banking sysiem the great 
majority of top-flight executives have 
come up through the ranks. If this is 
going to continue to be true, then our 
employes deserve and must receive the 
best attention we can give them. This 
attention should begin with the appli- 
cation for the job. It should continue 
with periodic discussions of the bank’s 
welfare in terms of its employes. The 
top-ranking officers and directors should, 
in round table fashion, openly and 
frankly discuss the staff from time to 
time, the purpose being its ultimate im- 
provement in every possible way. An 
army is no better than its men and a 
bank is no better than its staff. 


Attention to Health 


I think we could use to good advan- 
tage the slogan of the Boy Scouts by 
getting and keeping employes “physic- 
ally fit, mentally awake and morally 


straight.” In this connection, let me 


cite you a couple of figures from our 
own personnel records. On account of 
sickness, in 1938 we had an average of 
4. 1/3 non-titled employes absent each 
workday. Please remember that figure 
—4, 1/3 persons absent each workday. 
In 1939 that figure had dropped to 
234 persons absent each workday. In 
that year, 809 working days were lost 
by employes of our staff, due to sick- 
ness alone. This is equivalent to one 
man being out of the bank for 2%4 
years. 

We do not believe this situation is 
peculiar to our bank. In fact, I am 
proud to say that I think this record is 
better than ihe average. 

It has been a policy of our bank to 
contribute to the health and well-being 
of the employes through the subsidiza- 
tion of athletics. For instance, last year 
we had five soft-ball teams, six bowling 


‘‘Our employes deserve and 
must receive the best attention 
we can give them. This atten- 
tion should begin with the appli- 
cation for the job. It should 
continue with periodic discus- 
sions of the bank’s welfare in 
terms of its employes. The top- 
ranking officers and directors 
should, in round table fashion, 
openly and frankly discuss the 
staff from time to time, the pur- 
pose being its ultimate improve- 
ment in every way. An army is 
no better than its men and a 
bank is no better than its staff,’’ 
points out Mr. Bishop in the ac- 
companying portion of his re- 
cent address at the ABA con- 
vention. 
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teams, also several outdoor parties. As 
a further contribution, all of the em- 
ployes who have been with the bank 
fifteen years or more are granted an 
additional week’s vacation. This en- 
tails 40 per cent of our personnel, and 
of course the number is growing every 
year. We have installed a hospitaliza- 
tion plan, and have made plans for 
periodical physical examinations of 
staff members. These are some of the 
things a bank can do io insure the phy- 
sical fitness of employes. 

There is no use for me to dwell on 
the subject of keeping your staff mem- 
bers “mentally awake.” All of you are 
familiar with A. I. B. courses, staff 
training methods, and other activities 
which supplement normal educational 
requirements. 


Employes’ Finances 


Some grief and unnecessary expense 
can often be avoided by a constant ob- 
servation of your staff members from 
the angle, “morally straight.” For ex- 
ample, in a checkup of our employes, 
we found that several of them were in 
the clutches of small loan companies 
and it would have been practically im- 
possible for them to have ever paid out. 
Some of this was due to no fault of 
their own, but due to illness and obliga- 
tions thrust upon them which were be- 
yond their ability to meet. In one or 
two instances it was the case of young 
boys getting married without having 
the necessary means or salary positions 
for support. It is obvious that a finan- 
cially involved employe is a hazard, not 
only to himself but to the bank as well. 
Therefore, we have endeavored to take 
the proper steps and precautionary 
methods for the protection of the em- 
ploye as well as the bank. 

It seems to me that in the employ- 
ment of men and women, it is up to the 
banks to buy the best that the market 
has to offer. If, in our own institution, 
we were to view the amount paid an- 
nually for salaries as an investment at 
3 per cent it would be equivalent in 
principal to about $14,000,000. I am 


convinced that if we had a loan in this 
amount no one officer would be allowed 
to make ii. In fact, I suspect that with 
the financial picture changing and 
fluctuating as rapidly as it is, our presi- 
dent would have most of the senior offi- 
cers and a big portion of the directors 
reviewing that investment daily. And, 
yet, banks often allow one person to 
handle and have complete charge of an 
investment that is greater than all of 
the other assets in the bank. That in- 
vestment is the employes. Institutions 
with.a number of employes should ap- 
point a committee to study their person- 
nel problems. 


Men Make Banks 


It requires a football and eleven men 
on each side to play a game of foot- 
ball. We might buy the best stadium 
and prettiest uniforms and the best 
piece of pigskin, but unless all eleven 
men on our team cooperated, coérdi- 
nated, and clicked, we would not make 
much progress against the opposition. 
The same thing is true of our banks. 
We can purchase the finest equipment 
and develop the best simplified forms, 
but unless our personnel functions 100 
per cent we can not be a success. 

Personnel and operations problems 
naturally go hand in hand, and the offi- 
cer who is trying to control expense 
should, directly or indirectly, have the 
authority to hire and fire, move or in- 
terchange employes from one depart- 
ment to another. One of the greatest 
contributing factors to the successful 
operation of a bank is a highly systema- 
tized, well-laid plan of operations. 
where each employe is doing his part 
no matter how large or how small. 
where the work flows evenly and 
smoothly from the time it reaches the 
bank to its ultimate goal, where every 
man knows his job and does it well. 

Men, not dollars, make banks. All 
of us have virtually the same problems. 
the same stock in trade, but the differ- 
ence between going forward or standing 
still, profitableness or unprofitableness. 
is in the hands of the balancing factor 
—men. 
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Decentralization Forees and 
Mortgage Lending 


By Ernest M. FisHER 
Director of Research in Mortgage and Real Estate Finance, American Bankers Association 


NSTITUTIONAL lenders must relate 
the forces operating toward decen- 
tralization and redistribution in met- 

ropolitan and urban areas directly to 
their mortgage lending and real estate 
sales. 

There has undoubiedly been a trend 
toward urban decentralization that was 
especially striking during the first part 
of this decade. The form which it took 
at first was a flight from the city. Ur- 
ban population diminished while non- 
urban increased. There was a move- 
ment back to the farm and small 
villages. There has also been some mi- 
gration of industry to smaller com- 
munities and more especially to the 
peripheral area of the urban com- 
munity. 

The second form of decentralization 
is within the structure of the metropoli- 
tan areas or urban communities as a 
whole and consists of a redistribution 
of population, industry, and commercial 
enterprises from the more central to the 
more outlying areas. This aspect of de- 
centralization is much more important 
and probably more permanent than the 
first. It is, therefore, of much greater 
significance to the mortgage holder. 


Progress of Movement 


This movement really got under way 
during the decade of the 20’s and was 
temporarily arrested during the early 
part of he 30’s while significant phases 
of the movement were being elaborated, 
and is now under full swing. 

Residentially, this movement is mov- 
ing population in our urban areas more 
and more to the periphery and distribut- 
ing it in the outlying areas of the city 
or beyond the city or beyond the city 


limits. It is facilitated by super high- 
ways, rapid commutation facilities, 
lower tax raies, and lower land prices. 
It is decreasing the population density 
at the core. 


Significant Forms 


From the point of view of commer- 
cial properties this movement has taken 
at least two specific forms or expres- 
sions that are of significance to mort- 
gage lenders. The first is the establish- 
ment of branch merchandising concerns 
in the outlying areas. The second is the 
establishment of the super market with 
parking facilities. 

The development of these central 
markets with available parking con- 
veniences has rendered obsolete or ob- 
solescent a large portion of the commer- 
cial locations that were formerly 


‘‘To determine the terms of a 
mortgage and the rate at which 
it is amortized, the intensity and 
rapidity with which decentral- 
ization and redistribution forces 
operate in different areas must 
be taken into account. The more 
a location is in the path of these 
forces the longer its term can 
be and the less rapid its rate of 
amortization. The more it lies 
in the wake of these forces the 
more rapidly it must be amor- 
tized,’’ points out Dr. Fisher in 
the accompanying portion of his 
recent address at the annual 
convention of the Savings Banks 
Association of the State of New 
York. 
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Reconstruction 
Finance Corporation 


Loans to the 
Railroads 


By 
HERBERT SPERO 


Department of Economics 
College of the City of New York 


‘THIS book is a study of Recon- 
struction Finance Corporation 
financing of near-bankrupt rail- 
roads in the depression years 1932- 
., 1937. It deals with the funda- 
.mental difficulties of the nation’s 
railroad system and of the weaker 
carriers in particular. It empha- 
sizes the various purposes for 
which the Reconstruction Finance 
Corporation was created and the 
diverse uses to which the corpora- 
tion’s funds were put. 

It provides a detailed analysis 
of the basic financial ills of the 
St. Louis-San Francisco, the Chi- 
‘cago and Eastern Illinois, the New 
York, New Haven and Hartford, 
the Missouri Pacific, the Chicago, 
Milwaukee, St. Paul and Pacific, 
the Denver and Rio Grande West- 
ern, and the Chicago and North 
Western. The analysis is amply 
supported by statistical data. The 
policy of the Interstate Commerce 
Commission in approving Recon- 
struction Finance Corporation aid 
to these lines is then studied. 

The author’s conclusion is sig- 
nificant for its statement of the 
new relationship of the Govern- 
ment to debtor roads and for its 
criticism of governmental policy. 


Bankers Publishing Co., 
| 465 Main Street, Cambridge, Mass. 1 
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considered prime. The problem of ad- 
justing mortgage lending practices to 
these developments is one of adjusting 
realistically the terms of loans on resi- 
dential and commercial properties. 

To determine the terms of a mortgage 
and the rate at which it is amortized, 
the intensity and rapidity with which 
these forces operate in different areas 
must be taken into account. The more 
a location is in the path of these forces 
the longer its term can be and the less 
rapid its rate of amortization. The more 
it lies in the wake of these forces the 
more rapidly it must be amortized. 

At the same time I am not convinced 
that sound mortgages cannoi be made 
in most locations if their terms are per- 
fectly adjusted to the forces operating 
in those locations. 


S 


SAVINGS LIFE INSURANCE 
EXPERIENCE 


WitH over $10,500,000 of insurance ia 
force and policies obtainable in eighteen 
savings banks in New York State, sav- 
ings bank life insurance is established as 
a definitely useful savings bank. service. 

The original purpose of this insur- 
ance, when first offered in this. state in 
January, 1939, was io provide a low 
cost and more equitable insurance in 
place of industrial life insurance. Statis- 
tics gathered recently bear out that this 
objective is being accomplished. For 
example, of those who have applied for 
savings bank life insurance, 91 per cent 
earn less than $50 a week and 55 per 
cent less than $30 a week, while two- 
thirds of the applicants are under 40 
years of age. The typical savings bank 
life insurance policy holder is a young 
man with a two-fold purpose—a definite 
savings plan and protection for his 
family. 

Life insurance companies are recog- 
nizing that savings bank life insurance 
is not adversely affecting their business, 
for savings bank life insurance is 
bought, not sold, and no one individual 
may purchase more than $3,000 worth. 
—George D. Whedon, president, Mon- 
roe County Savings Bank, Rochester, in 
a recent address. 





Productive Work Planning 


By Ernest S. WooLiey 
Bank Consultant and Analyst, New York City 


PERATING efficiency is like water 
—it will not run uphill but must 
start at the top. All too fre- 

quently those in charge of banks seem 
to feel that their duties begin and end 
with the supervision of investments and 
ioans, and that the daily routine re- 
quires little if any of their thoughts 
and attention. 

This attitude is, perhaps, due in some 
part to the tradiiions inherited from the 
past. In our grandfathers’ time there 
may have been only one function to 
banking, and that was the function of 
investing the funds. Today, however, 
banking has changed and the service 
function has grown to the poini where 
it is rapidly overtaking the lending 
function in importance. 

Successful banking in this day and 
age, therefore, means that those in 
charge of banks must recognize this 
trend and must plan to meet it. They 
must familiarize themselves with the op- 
erating routine of their individual in- 
stitutions so that the services can be 
performed efficiently in order that they 
may be profitably sold to the public 
at prices that the public is able and 
willing to pay. 

Very often, when discussing operat- 
ing problems with the chief executives, 
particularly of the larger banks, they 
will say, in effect, “I do not know what 
you are talking about.” One way, and 
perhaps the best way, that this difficulty 
can be overcome is through the prepa- 
ration and use of an operating manual. 


Operating Manual Advantages 


Such an operating manual enables 
the executive heads to visualize the bank 
in is entirety and to control all details 
of operation. It should contain a brief 
exposé of the functions of each depart- 


ment and a listing of the duties of each 
position in those departments and 
should be divided according to depart- 
ments. It is not advisable to use names, 
but rather to designate each position 
by a title in this manual. This is for 
the obvious reason that names change 
much.more frequently than do positions. 

Such a method definitely places the 
responsibility for every task and aids 
all employes to a better understanding 
of the various services and operations 
of the bank. For this reason a manual 
must be specific. Manuals which merely 
fill up space wiih a lot of generalities 
do not provide any real aid to manage- 
ment or assistance to employes. They 
may look very elaborate, in fact so 
much so that by their very size they 
often discourage anyone wanting to 
read them. They defeat their object 
because they have been prepared with- 
out answering the question: “What are 
they supposed to accomplish?” 

There are three principal reasons for 
a manual: first, to aid management to 
visualize and control every operation 


‘“‘The fact that productive 
work hours have again been re- 
duced by two hours per person 
per week makes the necessity 
for immediate action imperative. 
In the great majority of banks 
this decline in working hours 
can be more than offset through 
the modernizing of their inter- 
nal methods, if the management 
interests itself in the problem,”’ 
points out Mr. Woolley in the 
accompanying portion of his re- 
cent address at the ABA con- 
vention in Atlantic City. 
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of the bank; second, to avoid duplica- 
tion of work and thereby decrease costs; 
third, to provide definite written instruc- 
tions on policies and practices. They 
therefore cannot be general but must 
be specific. 


Immediate Action Imperative 


The fact that productive work hours 
have again been reduced by two hours 
per person per week makes the neces- 
sity for immediate action imperative. In 
the great majority of banks this decline 
in working hours can be more than off- 
set through the modernizing of their 
internal methods, if the management 
interests itself in the problem. Much 
of the operating routine work of banks 


A book that provides in one volume 
a Complete Banking Library 


GLENN G. MUNN’S 


ENCYCLOPEDIA 


of Banking and Finance 


An indispensable work of reference for the banker, 
broker, business man or student 


ERE is a book that contains 865 

pages and over 3500 terms relating 
to money, credit, banking practice, 
history, law, accounting and organiza- 
tion, foreign exchange, trusts invest- 
ments, speculation, markets and broker- 
age. 

With this convenient volume on your 
desk you are in a position to answer 
any question which may arise pertain- 
ing in any way to banking, investment 
or finance.’ All market terms and 
operations are carefully described. 


An important feature is the bibli- 
ography given at the end of each term, 
referring the reader to sources of addi- 
tional information on any subject in 
which he is _ particularly interested. 
Why not examine a copy at your own 
desk at our risk? 


Sent Postpaid for 5 Days’ Free Examination 


———=" Use This Reply Form ~~" ™ 


BANKERS PUBLISHING COMPANY 
465 Main Street, Cambridge, Mass. 


Send me for examination a copy of 
Munn’s Encyclopedia of Banking and 
Finance. Within five days after. its 
receipt I will send you the price, 
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is purely mechanical and therefore can 
be done better and at less cost by ma- 
chines. It does not pay, however, to 
install machines unless they can be kept 
reasonably busy. It is almost as im- 
portant to avoid idle machine hours as 
it is to avoid idle man hours. But if a 
little thought is given to the problem it 
will frequently be found that a great 
deal of work can be economically done 
on the machine in addition to that for 
which it was originally bought. 


Some may perhaps think that the 
working hours will be lengthened be- 
cause of the draft. The draft, however, 
may accentuate the problem of working 
efficiency even more than the decline of 
working hours. It may mean losing ex- 
perienced personnel and the substitu- 
tion of inexperienced. If this should 
occur the planning of work through the 
use of a manual will be another way 
in which it will prove its worth. 
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KEEP ABREAST OF CHANGING 
TIMES! 


Many changes have come to banking in 


the past ten years. The successful and 
outstanding banks of the nation are 
meeting the public needs. Who would 
have suspected in 1929 that more than 
three-quarters of the nation’s banks 
would have service charges today? Who 
would have dreamed that our largest 
city banks would have active personal 
loan departments out seeking $200 
loans? Who would have visualized 
banks working closely with Government 
agencies on: FHA loans? Who would 
have predicted banks’ investment port- 
folios exceeding total loan portfolios? 
Who would, in wildest fancy, imagine 
this Government of ours being paid by 
banks for the privilege of loaning one 
hundred million dollars in ninety-day 
Treasury Notes? So we could go on, 
but what does it all indicate? Simply 
this: the future of banking rests 
squarely on its ability to keep abreast 
of changing times.—Ernest L. Pearce, 
Executive Vice-President, The Union 
National Bank, Marquette, Michigan. 








Stabilized Savings a Basis 
for Confidence 


By Myron F. Converse 
President, National Association of Mutual Savings Banks 


HE continuing increase in the 

number of savings depositors, es- 

pecially those who open accounts 
with small sums and build up their 
deposits in the same way, provides a 
basis for confidence in these troubled 
times. This steady flow of savings takes 
on added importance by reason of pres- 
ent efforts toward national defense and 
the vital need to supply the means. 
Small savings will go far to meet this 
need. Therefore it is enlightening that 
a study just completed by the National 
Association of Mutual Savings Banks 
emphasizes how consistent are the sav- 
ings habits of the fifteen and a half mil- 
lions of depositors in mutual savings 
banks, the owners of ten and a half 
billions of deposits, mostly acquired 
little by little. 

If we take 1926 as the typical year 
of the middle 20’s, we find that accounts 
of all savings depositors throughout the 
country numbered a fraction less than 
forty-seven millions, in every type of 
bank. Of this total, depositors in stock 
savings banks and the thrift departments 
of commercial banks, numbered about 
thirty-six millions, leaving eleven mil- 
lions of accounts in mutual savings 
banks. At that time mutual deposits 
were seven and a half billions and all 
savings deposits twenty-five billions. 


Change in Trend 


Then a very interesting change took 
place in the trend of savings. Total 
accounts rose to fifty-three millions in 
1928, with mutual institutions holding 
something under twelve millions of that 
total. A downward tendency set in for 
total savings accounts through 1929, 
but, during that year, mutual accounts 


rose as total accounts decreased. In 
1930 savings accounts of every kind 
advanced slightly. The next year— 
1931—saw a break in total accounts, 
while mutual accounts maintained their 
growth. In 1932 total savings accounts 
dropped amazingly, from fifty-two mil- 
lions down to a degree under forty mil- 
lions, in 1933. Mutual accounts in- 
creased fractionally in 1932 and de- 
creased fractionally in 1933. A gradual 
increase went on in the next year for 
mutual and oiher thrift accounts. Since 
then all savings accounts have multi- 
plied in a very satisfactory way, despite 
the “hard times” so often deplored. 
There would seem to be a useful les- 
son in these same “hard times,” and the 
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The 
Federal Reserve Bank 
of Boston 


By 
JosePH H. TAGGART 


ERE for the first time in book 
form is a complete treatise on 
the history, economic background, 
organization and operation of the 
Federal Reserve Bank of Boston. 
It is one of a series of investiga- 
tions into various phases of bank- 
ing history undertaken by the 
faculty and graduates of Columbia 
University. 


The author, who is on the fac- 
ulty of the University of Kansas, 
is a native of Massachusetts. Be- 
sides a careful study of all of the 
available data, he has supplemented 
his research with personal inter- 
views with officials of the Federal 
Reserve Bank and Boston bankers. 


The book contains 75 tables and 
15 charts. The price is $5 deliv- 
ered. Examine a copy on 5 days’ 
approval. 


Price $5 delivered. 


BANKERS PUBLISHING COMPANY 
465 Main Street, Cambridge, Mass. 


Please send me on approval a copy of 
“The Federal Reserve Bank of Boston” 
by Joseph H. Taggart. At the end of 
5 days I will either remit $5 or return 
the book. 


lesson is that the average man and 
woman becomes more careful with 
money when scarce, instinctively pui- 
ting aside as much as possible for needs 
and opportunities that lie ahead. Proof 
of this inclination is emphasized by the 
number of new, small savings accounts 
opened daily and carried forward a few 
dollars at a time. 

Mutual savings banks gained more 
than 300,000 accounts in the first half- 
year of 1940. That gain brought de- 
posits and depositors up to the record 
figures afore cited. In the judgment 
of savings bank men, number of de- 
positors rather than large deposits is 
the true denominator of a healthy sav- 
ings situation. Hence we may take na- 
tional satisfaction in our total of all 
savings accounts, now rising toward 
forty-seven millions, of which the 
fifteen and a half millions of accounts 
in mutual savings banks make up the 
largest percentage of the total that such 
banks ever held. .That great number of 
foriy-seven millions of accounts repre- 
sents the high deposit level of twenty- 
five billions of dollars, only about three 
billions short of the all-time high point 
of 1928. 
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THE BANKERS’ SALES TASK 


CHARTERED banking faces a crucial 
epoch! 

A sales task as great as any industry 
ever faced is squarely in our path. 

If the banks of America prepare to 
serve every possible financial, social 
and economic need of our country, get 
out of the swivel chair and intelligently 
and sympathetically convey to the peo- 
ple that these privately owned American 
banks have the understanding and ca- 
pacity, and are serving every possible 
financial, social and economic need of 
the people and of the country, then 
banks will gain and maintain an accept- 
ance with the people that they are neces- 
sary under a privately owned American 
banking system—essential to the public 
welfare—Linton E. Allen, President, 
Florida Bankers Association, and Presi- 
dent, First National Bank, Orlando, Fla. 


THE BANKERS MAGAZINE for November, 140 





Reeast of Taxation System 
Imperative 


By ALrrepD P. SLoan, JR. 
Chairman, General Motors Corporation 


URING recent years, constantly in- 
creasing taxation has taken more 
and more of the investor’s equity. 

The point has long since been reached 
where the profit motive is in jeopardy 
because so little profit actually remains. 
This is particularly true of those who 
must take the initiative and leadership 
in creating new enterprises and in ex- 
panding the productivity of enierprises 
already existing. Furthermore, the 
methods of taxation, in line with the 
existing political beliefs have taken the 
form of uneconomic attempts to regu- 
late and penalize ithe free movement of 
the forces within the economy, throw- 
ing uncertainty on its future and largely 
freezing the venture spirit which has 
characterized the American enterprise 
and made it what it is today. 

Entirely aside from any expedient in 
the way of excess profits taxes justified 
by the national defense program it is 
truly imperative that we immediately 
recast our whole system of taxation. It 
must be rebuilt on the principle of 
stimulating enterprise. It must revive 
the venture spirit by making it worth 
while to take the risk. It must be based 
on the philosophy that in the resulting 
expansion of productivity, stimulated 
both by the revival of the profit motive 


and by the resulting effect on prices—_ 


for reduced taxes mean lower prices 
—lies the possibility of the necessary 
revenue with a smaller proporiionate 
burden—an entirely sound and realistic 
approach. 


Opportunities at Hand 
Most of the industrial equipment of 


America is far from modern. We do 
not realize to what a great extent that 


is true. During the decade of the 
“Thirties” there was a marked decline 
in ihe volume of the capital goods in- 
dustries. There exists a shortage of 
billions of dollars of productivity. And 
yet during that decade new processes 
and methods, better instrumentalities of 
production, were developed at an accel- 
erated rate. A tremendous opportuniiy 
exists to rebuild America on the basis 
of today’s technology. Complete mod- 
ernization superimposed upon the de- 
mands of the consumer industries would 
employ all available labor for years. If 
an intelligent attack were-made on the 
living standards of ihe so-called “sub- 
merged third” it would create additional 
large markets for consumer goods. 


“It is truly imperative that © 
we immediately recast our whole 
system of taxation. It must be 
rebuilt on the principle of 
stimulating enterprise. It must 
revive the venture spirit by» 
making it worth while to take 
the risk. It must be based on 
the philosophy that in the 're- 
sulting expansion of productiv- 
ity, stimulated both by the re- 
vival of the profit motive and by 
the resulting effect on prices— 
for reduced taxes mean lower 
prices—lies the possibility of 
the necessary revenue with a 
smaller proportionate burden— 
an entirely sound and realistic 
approach,’”’ suggests Mr. Sloan 
in the accompanying portion of 
his recent address at the anni- 
versary dinner of the Maurice 
and Laura Falk Foundation. 
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Thus we see real opportunities for 
the investment of our present and future 
savings. There is a big job to be done. 
The world is in no sense finished in its 
building. I emphasize this particular 
point because many feel that our op- 
poriunities may not be adequate to em- 
ploy our savings. That means a static 
economy which could result only if gov- 
ernment continues to maintain excessive 
obstacles against enterprise and the 
prospects of business profits. 


Competition Essential 


Just as free enterprise is a component 
of an economy based on economic law, 
just so is competition an essential in 
the system of free enterprise. To the 
extent that we move to control competi- 
tion we attempt to stabilize the econ- 
omy. Economically speaking, stabiliza- 
tion means a higher price level—an 
umbrella over the inefficient—the dis- 
counting of individual aggressiveness 
and ability—penalizing the new and 
better to protect the vesied rights of 
the past. The elimination of competi- 


tion means, in the final analysis, de- 
struction of free enterprise—a_regi- 


mented economy. It is important to 
realize that such an economy is wholly 
incompatible with the provisions of the 
Bill of Rights. We must remember that 
the social and economic philosophy of 
capitalism is inseparably linked with 
freedom and democracy. We must pro- 
tect the principles of competition to 
preserve our system of free enterprise. 
But we must fight against the power of 
government being used, under the guise 
of preserving competition, to force the 
reorganization of the enterprise system 
to pattern in accordance with the beliefs 
of some individual or group of individ- 
uals who have nothing to support their 
action other than their own convictions. 
And that is not unknown. 

Then there arises questions of reform. 
So-called reform measures now retard- 
ing the expansion of the economy and 
prejudicing the system of free enter- 
prise have been promoted by the desire 
to correct apparent evils or abuses but 
too often without a requisite knowledge 
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of the fundamentals as to how the de- 
sired result could be accomplished in- 
telligently. But at times it would appear 
that the true objective is to expand po- 
litical conirol of the enterprise system 
rather than to effect its reform. Again 
that also is not unknown. And it has 
served further to increase uncertainty 
and apprehension with respect to the 
future possibilities of enierprise. We 
must be concerned at all times with the 
correction of evil, but we need not de- 
stroy something of greater value in the 
corrective process. 


Encourage Small Units 


In any consideration of the state of 
our economy, we must noi fail to real- 
ize that, after all, American enterprise 
is largely one of small units. About 
two hundred thousand new businesses 
are started each year with an average 
of seven employes. High taxes on busi- 
ness and personal incomes are con- 
stantly increasing the difficulty of mak- 
ing savings. In looking back over the 
years to the beginning of many of ihe 
enterprises now a part of General 
Motors, it is clear that in those early 
days their lives were in frequent jeop- 
ardy due to lack of adequate capital. 
And yet, while those enterprises were 
then employing relatively few workers, 
now they are employing tens of thou- 
sands directly, and indirectly hundreds 
of thousands more. Today the mortal- 
ity of such struggling enterprises must 
necessarily be higher—yet they are 
vitally needed, not only because of 
themselves but because they are fre- 
quently the beginnings of far greater 
things. 

Encouragement of small business 


‘units is an essential in an expanding 


economy. Specific approaches have 
been suggested as a part of a national 
economic program. These are neither 
necessary or desirable. The true solu- 
tion lies in the broad one of removing 
the barriers that have been erected 
against the enterprise as a whole. Make 
it practical and worthwhile to assume 
the risk. Then the problem can be 
solved, 
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The Problem of Banking 


Independence 
By C. R. Gossett 


President, Iowa Bankers Association, and President, Security National Bank, 


Sioux City, Iowa 


T the present time the banking busi- 
A is confronted with local, na- 

tional and international problems. 
I will not enumerate the competitive 
Government-sponsored lending and de- 
positing agencies, with which you are 
all familiar. I wish to make myself 
clear at this point that my remarks in 
this respect are not made with the inten- 
tion of condemning all these agencies. 
I do think that some of their policies 
should be changed, and if we bankers 
have sufficient interest in these matters 
it is up to us to convince our legislators 
and the public that such changes are for 


the best interests of our people. 

One of the questions in my mind is 
how long and to what extent it is good 
practice for the Government loaning 
agencies to extend credit which is not a 
good risk for private loaning institu- 


tions. It does not appear to me that 
it is good policy for the Government- 
sponsored agencies to make credit avail- 
able to undesirable risks, and place 
them in competition with sound busi- 
nesses, thereby reducing the volume and 
operating profit of the established in- 
dividuals or corporations. It is from 
the profits of these individuals and cor- 
porations that the enormous tax burden 
will have to be borne. Every legiti- 
mate industry is entitled to protection 
from the Government to which it will 
be making such a sizable contribution. 
I am sure that most of the legislators 
and Government loaning agencies do or 
will recognize these facts. 

During the past few years there has 
been a definite trend toward centraliza- 
tion of the control of credit and busi- 
ness. In every instance in. the forma- 


tion of totalitarian governments, com- 
plete control of credit was first ob- 
tained. Unfortunately, our credit struc- 
ture continues to come more and more 
under Government control until the 
present situation is alarming. We are 
fortunate in our profession that the ma- 
jority of bankers favor continuation of 
the privately-owned dual system of 
banking. This is not only true of bank- 
ers, but of both national and _ state 
supervising authorities, whom I am sure 
are doing and will continue to do all 
in their power to see that our present 
system is preserved. 

This country has been built by indi- 
vidual initiative and the freedom of 
enterprise. The American people can- 
not hope to maintain a free country 
with regimentation of business. Refer- 
ence is often made to the “forgotten 
man.” Today it seems to me that he is 


‘*It does not appear to me that 
it is good policy for the Govern- 
ment-sponsored agencies to make 
credit available to undesirable 
risks, and place them in com- 
petition with sound businesses, 
thereby reducing the volume and 
operating profit of the estab- 
lished individuals or corpora- 
tions. It is from the profits of 
these individuals and corpora- 
tions that the enormous tax bur- 
den will have to be borne,’’ 
points out Mr. Gossett in the 
accompanying portion of his 
recent address at the Iowa Bank- 
ers Association convention. 
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the fellow who works and works and 
saves—and then he pays and pays. 

We should reverse the thought of 
some of our people, including bankers, 
that we want the Government to guar- 
antee us this or that. We, the people, 
must pledge ourselves to the preserva- 
tion of our democracy which has been 
handed down to us, by our willingness 
to accept our responsibilities to our 
Government, and look to it for super- 
vision, but not control. This can best 
be accomplished by hard work and real 
sacrifice on the part of every one, with 
the return of both individual and Gov- 
ernment thrift. It is my belief that the 
majority of the citizens of this country 
do wish to retain their independence, 
and will do their part when they come 
to realize that there is a definite trend 
toward centralization of control—not 
supervision—for the American people 
resent being dictated to in the manage- 
ment of their business and _ personal 
affairs. 

If the bankers wish to do their part 
to insure the continuation of independ- 
ent banking, it is their first duty to 
operate banks in such a manner that 


“During the past few years 
there has been a definite trend 
toward centralization of the con- 
trol of credit and business. In 
every instance in the formation 
of totalitarian governments, 
complete control of credit was 
first obtained. Unfortunately, 
our credit structure continues to 
come more and more under Gov- 
ernment control until the pres- 
ent situation is alarming. 

**It is my belief that the ma- 
jority of the citizens of this 
country do wish to retain their 
independence, and will do their 
part when they come to realize 
that there is a definite trend to- 
ward centralization of control— 
not supervision—for the Ameri- 
can people resent being dictated 
to in the management of their 
business and personal affairs.’’ 


they are safe for the depositor, earn a 
reasonable income for the stockholder, 
and give intelligent and adequate ex- 
tension of credit to customers. Good 
management is a prime requisite in any 
business. Let us always remember that 
there is no class distinction in banking. 
The small borrower is entitled to the 
same consideration as the large. There- 
fore, what we have to keep in mind is 
the integrity and ability of the bor- 
rower to pay. It has been my expe- 
rience that the mistakes that have been 
made in the extension of credit were due 
to lack of information at the time the 
loan was made, or misinformation given 
by the borrower. 


It will be interesting to watch the 
future development of our economic 
structure. Regardless of the outcome 
of the present war we will expect a re- 
cession in business in this country after 
peace is declared. If Germany wins 
we will no doubt have a more unfavor- 
able position in foreign trade, over 
which they will have control. If we 
should be so unfortunate as to become 
completely involved in this war, in 
which we are now an active participant 
— non-belligerent — economic results 
would be far more serious, for we could 
anticipate a worse depression than we 
have ever experienced. In either event, 
our economic future will present com- 
plicated problems. However, they will 
be worked out one way or another, and 
all we can do is anticipate and meet 
these situations to the best of our 
ability. 

There are two definite lines of 
thought as to the proper course to pur- 
sue. One belief is that social gains 
made through shortened hours, in- 
creased wages, credit inflation, instal- 
ment buying, disregard for a balanced 
budget, etc., can bring us back to pros- 
perity. However, it is my opinion that 
we should adhere to the practical tradi- 
tions of hard work, saving and sound 
thinking, and no class distinction. Let 
us help keep our independent initiative 
in the masses of our people on the sound 
basis that the price you pay is the value 
you receive. 
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Banking Systems Adequately 
Integrated 


By D. W. Bates 


President, National Association of Supervisors of State Banks, and Superintendent of 
Banking, State of Iowa 


T is sometimes said that we have 
forty-nine banking systems in this 
country because the Federal Govern- 

ment, as well as each state, charters and 
supervises banking organizations. Such 
an assertion may have had some validity 
some years ago, but it is not in harmony 
with the facts today. What we have, in 
reality, is one banking system. There 
are a number of parts, to be sure, but 
in large measure they have been organ- 
ized into one smoothly functioning 
mechanism. 

Many factors have contributed to such 
integration, the Federal Reserve System, 
the Federal Deposit Insurance Corpora- 
tion, the National Association of Super- 
visors of State Banks, the Congress and 
the other legislatures which have 
amended their statutes in the light of 
changing public needs. The bankers 
themselves have made valuable contri- 
bution. Through research they have 
soughi to determine what constitutes the 
most satisfactory bank practices and 
have then made the results of their study 
available to banks in all sections of the 
country. 

A large state member bank in Chi- 
cago conducts its business in about the 
same manner and is subject io substan- 
tially the same standards of supervision 


as a national bank in New York City. ° 


The financial statements of a small state 
bank in rural Kansas and a small na- 
tional bank in industrial Connecticut 
will not indicate that one is operating 
under a beiter law than the other, or 
that state supervision is superior to Fed- 
eral, or that there is a major difference 
between the two types of institutions, 
other than the fact thai they are serving 
distant and different kinds of communi- 


ties. That fact, the necessity of serving 
“distant and different kinds of com- 
munities,” has in large measure deter- 
mined the kind of banking system we 
have today. We have achieved uniform- 
ity to a considerable degree but we 
should recognize the fact that complete 
uniformity is not only impractical but 
undesirable. 


Varied Banking Problems 


California fruit, Iowa corn, Missis- 
sippi cotton, Pittsburgh steel, Maine 
codfish, and Connecticut insurance give 
rise to a host of different problems in- 


“I believe we must be pre- 
pared to reject any suggestions 
that greater centralization of 
power over banking is desirable 
for the purpose of speeding up 


defense measures. Our banks 
can serve the country and the 
cause of national defense as 
fully under the present arrange- 
ment as they could under na- 
tional control. Submission to 
Federal authority would not 
enable them to perform a single 
important function in addition 
to those they may now exercise. 
. .. It might, if anything, im- 
pede progress by creating more 
red tape as is often the case 
when greater centralization is 
effected,’’ states Mr. Bates in the 
accompanying portion of his 
recent address at the convention 
of the National Association of 
Supervisors of State Banks. 


THE BANKERS MAGAZINE for November, 1940 





volving organization, management, and 
merchandising. It is only reasonable 
to expect, therefore, that widely sep- 
arated communities engaging in wholly 
different lines of business should have 
different banking problems. Those 
problems can best be solved by those 
who are familiar with them, who are 
sympathetic to them, and who have an 
interest in their solution. Each state is 
naturally more concerned with the wel- 
fare of its communities than the national 
government. Congress must legislate 
for the whole country. It cannot pos- 
sibly give the attention necessary to 
meet the needs of each community or 
each section of the country. 

The present emergency is a rather 
good example. Congress, during the 
last few months has been concerned 
principally with defense. Compared with 
that important subject, the problem of 
a small community may seem truly in- 


**T would suggest, in the place 
and stead of a unification of the 
banking system (the centraliza- 
tion of the power to charter and 
supervise in the Federal Govern- 
ment), that there be a unifica- 
tion. of the abilities, experience 
and energy of the men and 
women engaged in the banking 
business throughout this country 
on a program of elimination of 
errors, abuses and practices of 
the past from which neither 
state nor national banks were 
immune. I would urge the adop- 
tion of sound principles and 
practices, competent. and effi- 
cient management, rigid but fair 
and enlightened supervision, 
proper distribution of banking 
facilities, limited to the reason- 
able necessities, and the enact- 
ment of such proper and neces- 
sary legislation as will clothe the 
authorities with the power to 
enforce obedience thereto, and 
thereby preserve unto the people 
their existing rights.’’ 


significant. But a group of bankers, or 
business men, can go io their state gov- 
ernment and get a prompt hearing from 
the bank commissioner or the chairmen 
of the banks’ committees in the legisla- 
ture. That is one reason why we believe 
the dual banking system is particularly 
well adapted to this country. It has a 
certain flexibility that enables it to 
serve the needs of all sections and all 
groups. 


Single System Unsuitable 


A single system of banking under the 
complete control of the Federal Gov- 
ernment would not be as well suited to 
meet the diverse needs of our citizens. 
Of course, in the event of unification, 
there might not be any perceptible dif- 
ference for a time. That would be no 
proof, however, that the difference did 
not exist. The fact that France was 
going soft was not recognized while the 
metamorphosis was in process. 

A single banking: system under a 
single regulatory agency would never 
have been able to make the rapid adjust- 
ments that were required by changing 
conditions during the last hundred 
years. Our banks were originally insti- 
tutions of issue. Then followed a new 
emphasis upon checks and deposits, 
small savings, home development, real 
estate mortgages, and trust powers. In 
developing nearly all of these functions 
the national sysiem trailed behind the 
states. Had there been only one system, 
it would have been far more difficult to 
obtain the necessary statutory amend- 
ments to enable banks to meet the needs 
of industry, agriculture and individual 
citizens. To cite only one example, na- 
tional banks were not permitted to ex- 
ercise trust powers until 1919. Never- 
theless, the national banking system, 
created to perform two great federal 
functions, has served the nation well. 
For three-quarters of a century it has 
existed side by side with the state sys- 
tems and the ultimate net result, in 
benefit to the nation, has been far 
greater, in my opinion, than would have 
been the case had there been only one 
system, state or national. 
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Dual System the American Way 


The dual system of banking is the 
American system, established in accord- 
ance with American ideals and devel- 
oped by generation after generation of 
Americans, and all that the unit banker 
asks is the continuance of his privilege 
io serve the community in which his 
bank is located, to aid in the upbuilding 
of his state and the development of his 
country. There are those who would 
entrust the Federal Government with 
the exclusive power to charter and 
supervise all banking institutions, and 
as you know, ihe Federal Government 
in the last analysis would mean a few 
men or even one man. They urge such 
a centralization on the ground of more 
eficiency or higher standards, or 
economy, or some other reason that 
does not convince those in possession 
of all the facts. This sort of procedure 
is repugnant to our democratic form of 
zovernment. It is inconsistent with 
democratic principles—it would deprive 
the states of the guaranteed rights under 
ihe constitution. 

I would suggest, in the place and 
stead of a unification of the banking 
system (the centralization of the power 
to charter and supervise in the Federal 
Government), that there be a unification 
of the abilities, experience and energy 
of the men and women engaged in the 
banking business throughout this coun- 
try on a program of elimination of 
errors, abuses and practices of the past 
from which neither state nor national 
banks were immune. I would urge the 
adoption of sound principles and prac- 
tices, competent and efficient manage- 
ment, rigid but fair and enlightened 
supervision, proper distribution of 
banking facilities, limited to the reason- 
able necessities, and the enactment of 
such proper and necessary legislation 
as will clothe the authorities with the 
power to enforce obedience thereto, and 
thereby preserve unto the people their 
existing rights. 


Resist Suggestion of Change 


I believe we must be prepared to 
reject any suggestions that greater cen- 


tralization of power over banking is 
desirable for the purpose of speeding 
up defense measures. Our banks can 
serve the couniry and the cause of na- 
tional defense as fully under the present 
arrangement as they could under na- 
tional control. Submission to Federal 
authority would not enable them to per- 
form a single important function in 
addition to those they may now exer- 
cise. It would in no way, relieve bank 
officers of the high) responsibility of 
their trusteeship. It might, if anything, 
impede progress by ‘creating more red 
tape as is often the case when greater 
centralization is effected. Sound bank- 
ing is so fundamenial to the welfare of 
our people that important changes in 
our present system should be consid- 
ered only at a time when it is possible 
to weigh all arguments calmly and in 
the light of past experience, as well as 
future probability. If we permit radi- 
cal alterations to be made during and 
in the name of an emergency, we may 
find, too late, that no patriotic purpose 
has been served, but that special inter- 
ests have succeeded is accomplishing 
during a time of stress what the Ameri- 
can people and their representatives 
have opposed for three-quarters of a 


century. 
tO} 


THE AMERICAN BANKING 
SYSTEM 


THERE is nothing casual about the 
growth of our banking system. It is not 
a creature of mere chance. It is the 
consciously conceived product of dec- 
ades of experience and of the wisdom 
of able men. Despite what may have 
been its shortcomings and its failures, 
it has furnished the banking machinery 
through which this nation has achieved 
more economic progress in one hundred 
and fifty years than has been experi- 
enced by any other nation in history 
in any period of time. No such accom- 
plishment can be dismissed casually 
with sweeping criticism of the banker 
and his stewardship.—Herbert V. 
Prochnow, Assistant Vice President, 
The First National Bank of Chicago, in 
a@ recent address. 
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SURVEY 


Condensations from Magazines, Reviews, 


Reports, Bulletins, Radio Discussions, 


Advisory Services, Newspapers, etc. 


CREDIT PROBLEMS IN LATIN AMERICA 


Business Conditions Weckly, Alexander Hamilton Institute, Inc., New York City 


N spite of the serious efforts made by 

the United States Government and 

American business people to im- 
prove the trade relations with the vari- 
ous countries in the Western Hemis- 
phere, certain difficulties have arisen 
which have not as yet been overcome. 
One of the most important of these diffi- 
culties is presented by the terms of 
credit demanded by American exporters. 

In view of past unsatisfactory expe- 
riences with collections in some of the 
Latin American countries, American ex- 
porters at present insist on “cash on 
documents” or on an irrevocable letter 
of credit confirmed by an American 
bank, which is tantamount to cash. 
Where the importer in the foreign coun- 
try is in a strong position and can ob- 
tain American dollars prior to the actual 
acquisition of the American merchan- 
dise, these credit terms are not very 
severe. In the case, however, of many 
smaller importers, who in the past ob- 
tained their imported commodities on 
credit and paid for them only after they 
had sold these commodities, the credit 
terms demanded by American exporters 


create an almost insurmountable 
obstacle. 
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One cannot blame the American ex- 
porters for demanding cash or a letter 
of credit. The last few years have been 
so uncertain and economic conditions 
have changed so rapidly that export 
managers cannot see their way clear t 
extend credit, particularly of long dura- 
tion. The Export-Import Bank does 
not solve this problem, because its pur- 
pose is primarily to finance special types 
of exports from this country, and it 
does not concern itself generally with 
the average exports of smaller amounts. 


Before the outbreak of the war, a 
number of European countries tried to 
solve this problem through the institu- 
tion of an export guaranty system 
whereby the exporter was guaranteed by 
his government that a certain portion 
of the proceeds of a sale would be paid. 
This tended to stimulate trade. It is 
apparent, however, that if such an ex- 
port insurance scheme were adopted in 
the United States, it would be of only 
temporary help. 


The real solution to the problem de- 
pends on larger purchases of Latin 
American goods by the United States. 
Over the long term, this. is the- only 
sound method by which Latin America 
can obtain the funds needed to increase 
its purchases of United States’ goods. 
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EMPLOYE SELF-ANALYSIS CHART 


Committee on Public Education, New Jersey 


RE you making full use of all the 

ways by which you can become 

more valuable to your institution? 
Do you-appreciate that your personal 
prosperity is dependent largely upon 
the prosperity of your bank? Check 
yourself against these questions: 

1. Are you enthusiastic about your 
bank? 

2. Do you plan your work and make 
every motion count? 
to keep the number of your errors at 
a minimum? 

3. Do you work with other employes 


in a “team” spirit, lending a helping 


hand whenever necessary 

4, When your telephone rings, do you 
first give your name? Do you enun- 
ciate clearly? 
and pleasant? 

5. Do you listen carefully and with- 
out interruption to what a caller has 
to say? Are you careful not to talk 
longer than necessary ? 

6. Do you avoid arguments with cus- 
tomers? Are you patient with those 


Is your voice friendly 


Are you careful | 


Bankers Association 


who are 
customs? 

7. Are you friendly and obliging? 
Are you prompt in calling your deposi- 
tors by name? Are you always cour- 
teous—and equally courteous to all 
depositors? 

8. Do you watch for new sources of 
bank business and better methods of 
bank operation? 

9. Are you watchful of your health? 

10. Are you neat in appearance? 

11. Do you live within your means 
and do you pay your personal accounts 
promptly? 

12. Do you participate in community 
activities ? 

13. In your sphere of influence are 
you conscious of your responsibility as 
a representative of your bank? 

14. Do you take advantage of oppor- 
tunities to attend banking conferences 
and to take courses in the American In- 
stitute of Banking or other educational 
institutions so as to help both yourself 
and your bank? 


unacquainted with banking 


NEW ISSUE MARKET ACTION EXPERIENCE 


By Oscar Laspon 


(From The Commercial and Financial Chronicle) 


(Note: The following is a summary of 
the conclusions reached by Mr. Lasdon in 
his study “The Market Action of New Is- 
sues—A Survey of Investor Experience,” 
appearing in the September 28 issue of The 
Commercial and Financial Chronicle. 

Investor experience in the purchase of 
new bond issues has been generally satis- 
factory, according to this study. A total 
of 401 syndicate underwriting amounting 
to $12,361,200,000 issued during the 14-year 
period 1924-37 were examined. The study 
shows that in approximately 85 per cent 
of the non-equity flotations reviewed, or 
about 17 times out of 20, the bond buyer 
was afforded opportunity to liquidate his 
commitment at a profit above the original 
offering price within the period of a year 
after purchase. In the case of stock privi- 
lege obligations, such as convertible and 
warrant-bearing bonds, the showing was 
even more favorable. 

Mr. Lasdon, who is associate editor of 
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Tue BanKkers MaGazine, and a member of 
the New York Stock Exchange, points out 
that $2,880,500,000 of the $10,727,600,000 
non-equity privilege issues investigated, or 
26.9 per cent, did not break their offering 
prices within a period of six months fol- 
lowing the date of flotation. Issues amount- 
ing to $6,194,300,000, or 57.7 per cent of 
the total volume, broke their offering prices 
at some point within the first six months 
of trading but subsequently recovered to 
premiums before a year’s market experience 
had elapsed. 

The study scrutinizes, in great detail, the 
market action of new issues, both by rat- 
ing and corporate classifications. In addi- 
tion, an analysis by special “pricing groups” 
confirms the fact that the price perform- 
ance of a new issue is fundamentally de- 
pendent on the offering terms set by the 
underwriting syndicate. Bond market 
trends are similarly of importance, but the 
success of a flotation directly relates to the 
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ability of the issuing banker to adjust the 
new issue yield to open market rates. 


Summarizing his conclusions, Mr. Lasdon 
states:) 


1. There is little basis for the assump- 
tion that investors generally pay “top 
prices” for new bond issues and are 
“locked in” with their commitments, be- 
ing unable, for some time, to liquidate 
without loss. In approximately 85 per 
cent of the underwritings of the non- 
equity privilege issues reviewed, which 
were 354 in number and amounted to 
$10,727,600,000, there was opportunity 
to liquidate at a profit within the period 
of a year after purchase. 

2. Size of flotation is ordinarily not 
a factor affecting the market action of 
a new issue. 

3. The market action of public utility 
bonds has been relatively superior to 
that of industrial obligations; similarly, 
the market action of high-grade issues 
‘has been more favorable than the per- 
formance of lower quality obligations. 


4. Performance of new issues, how- 
ever, is more directly related to the 
problem of pricing confronting the is- 
suing banker; the data studied indicate 
that poorest market action was usually 
witnessed in those flotations where ac- 
curate pricing guides were not avail- 
able to the underwriting syndicates and 
where the problem of setting suitable 
offering terms was complex rather than 
simple. 

5. Bond market conditions are also 
of great importance in determining the 
market action of a new issue. Over- 
priced issues are frequently “cured” by 
rising market trends, while more ac- 
curately priced issues have often been 
depressed by a general decline in bond 
quotations. 


6. The exact extent of over-pricing of 
new issues, in relation to market con- 
ditions prevailing at the time of flota- 
tion, is difficult to determine. However, 
it is concluded that over-pricing of a 
serious nature is not general. Of the 
54 issues which broke their offering 
prices and failed to recover to premiums 
within the period of a year following 
the respective dates of offering, respon- 
sibility of the underwriting syndicates 
for such performance was evident in 29 
of these flotations. This amounted to 
8.2 per cent of the total number of 354 
non-equity privilege issues examined. 

7. The market action of stock privi- 
lege issues, as a group, has been gen- 
erally superior to the performance of 
non-equity privilege obligations. While 
the great majority of stock privilege is- 
sues were medium or lower grade bonds, 
their performance was equal to that of 
high-grade non-equity privilege issues. 
Performance was decidedly superior to 
the market action.of medium or lower 
grade ordinary obligations. The stock 
privilege is of definite value to the bond 
buyer, particularly in circumstances 
where the new issue is not of prime 
quality. 

The 1924-37 period covered by the 
survey was one of wide economic 
change; consequently, these 14 years 
witnessed sharp fluctuations in prices of 
fixed-income securities—intervals of sta- 
bility, as well as phases of severe panic 
and marked buoyancy, were expected. 
Thus, distortions which might result 
from study of some restricted period 
of limited market movements were 
avoided. The findings reported are the 
results of analysis of a broad and com- 
prehensive body of data and are be- 
lieved to be truly representative of new 
issue experience. 


RULES FOR A PERSONAL LOAN DEPARTMENT 


News Letter, New York State Bankers Association 


1. Banks should avoid misleading ad- 
vertising, such as: “5S per cent,” or “6 
per cent.” 


2. Banks should stress their service, 
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their permanency, and their integrity in 
their approach to borrowers. 

3. Banks should develop a good 
sound loan plan and then stick to it, 
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not changing their feelings toward co- 
maker or non-co-maker loans except 
after very deliberate consideration. 

4, Banks should do nothing that 
smacks of sharp practice such as refus- 
ing to make refunds on loans paid 
before maturity or making exces- 
sive charges in addition to the interest 
cost. 

5. Banks should consider carefully 


the advantages to be gained by lending 
their support to promotional plans of 
non-banking groups. 

6. Banks should avoid ruinous rate 
war competition among themselves in 
an effort to develop business, pointing 
out that lowered rates mean decreased 
service and that such decreased service 
sends the borrower to the higher rated 
but better operated finance company. 


RETAIL INSTALLMENT PAPER HOLDINGS 


Bureau of the Census, Department of Commerce, Washington, D. C. 


(Note: The following is a summary of 
the report entitled “Sales-Finance Com- 
panies and Banks’ Holdings of Retail In- 
stallment Paper,” issued as part of the 1939 
Census of Business, and available from the 
Superintendent of Documents, Washington, 
D. C., price ten cents): 


ALES finance companies and banks 

in 1939 purchased from retailers 

more than $2,700,000,000 of con- 
sumer installment notes secured by 
liens on merchandise purchased on time 
payments. 

The purchases of retail installment 
paper by sales finance companies during 
1939 amounted to $1,990,283,000. Their 
holdings at the beginning of the year 
amounted to $1,143,728,000 and their 
holdings at the end of 1939 amounted 
to $1,348,824,000. Holdings of auto- 
motive paper increased 25 per cent dur- 
ing 1939 and holdings of other retail 
paper increased about 3 per cent—an 
average increase of 18 per cent. 

The purchases of consumer install- 
ment paper by commercial banks dur- 
ing the year approximated $750,000,- 
000. Of this paper, commercial banks 
held $541,243,000 at the end of the 
year. Thus commercial banks, which 
first confined their operations in the 
consumer credit field to lending money 
to sales finance companies, are now 
purchasing installment paper directly 
to such an extent that at the end of 
1939 they held 28.6 per cent of the com- 
bined holdings of sales finance com- 
panies and banks. The report shows 


that of the 13,493 insured commercial 
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banks, 10,381 handled retail installment 
paper on their own account. Of these, 
4,102 were national banks; 919 were 
state member banks of the Federal Re- 
serve System and 5,360 were insured 
non-member banks. The Census Bureau 
revealed that there are 1,086 sales 
finance companies, of which 927 are 
single-city companies with 941 offices 
and 159 are multi-unit companies with 
1,607 offices. The latter account for 87 
per cent of the total business. 

Of the nearly $2,000,000,000 of sales 
finance company purchases of retail in- 
stallment paper arising from sales to 
consumers, 73.8 per cent consisted of 
automobile paper and 26.2 per cent of 
paper covering other commodities, such 
as household appliances, oil burners, 
radios, furniture, and other merchan- 
dise. The retail installment paper held 
by banks at the end of the year was in 
practically the same proportion—71.6 
per cent automotive and 28.4 per cent 
other retail. 

The figures revealed by the Census 
Bureau cover only paper sold to finance 
companies and banks and do not in- 
clude consumer indebtedness on retail- 
ers’ books, financed by the retailers 
themselves. The extent of this will be 
shoWn in the forthcoming reports of the 
Retail Census which will indicate the 
amount of merchandise sold on credit, 
both open account and installment, and 
amount of accounts receivable on the 
books of retailers at the beginning and 
end of 1939, including retailers’ hold- 
ings of installment paper separately. 
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Although most of the paper acquired 
by sales finance companies and banks 
is purchased from retailers, who accept 
it from customers in the form of install- 
ment notes or conditional sales con- 
tracts secured by purchaser-money liens 
on the merchandise bought on time pay- 
ments, a small proportion is created 
by direct loans to purchasers, secured 
by the merchandise bought as a result 
of transactions so financed. Personal 
or cash loans secured by pledges of 
merchandise already owned by the bor- 
rowers are not included in the census, 
nor are loans for business purposes or 
business equipment other than motor 
vehicles. 

The Census report reviews the his- 
tory of the sales finance business, which 
started in 1915 when installment financ- 
ing of automobile sales became a sub- 
stantial factor. However, six of the 
twenty largest companies antedate that 
period, the first having been organized 
in 1904 to finance installment sales of 
pianos; two in 1908 to finance trade 
receivables; one in 1910, and two in 
1912. 


The business developed gradually to 
its present proportions coincident with 
the increasing opportunity to finance re- 
tail sales on installments—automobiles 
first, then radios and electric household 
appliances, then other commodities for 
personal and household consumption. 

The division of the sales finance busi- 
ness by states shows New York leading 
with $165,796,000, followed closely by 
Illinois with $157,928,000; Pennsyl- 
vania with $146,063,000; California 
with $136,798,000; Texas with $125,- 
103,000; and Michigan with $122,543,- 
000. Ohio is the only other state in 
which such purchases exceeded $100,- 
000,000. 

Differences in state banking laws and 
restrictions on branch banking are re- 
flected in the relative holdings of sales 
finance companies and banks in the 
various states and in 115 principal 
cities. In six states—California, Min- 
nesota, Nevada, New Mexico, Virginia, 
and Wyoming—the holdings of finance 
companies and banks were practically 
identical in amount. In nine states— 
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Idaho, Iowa, Kansas, New Jersey, New 
York, Oklahoma, Oregon, South Dakota, 
and Vermont—bank holdings were prac- 
tically half that of sales finance com- 
panies. In Alabama, Rhode Island, 
and South Carolina bank holdings 
amounted to 10 per cent and less of 
finance company holdings. 

In the cities of New York, San Fran- 
cisco, San Diego, St. Paul, and Evans- 
ville (Ind.), the holdings of such paper 
by banks exceeded that held by sales 
finance companies. Los Angeles, South 
Bend, Newark, and Spokane banks held 
more than half as much paper as was 
held by sales finance companies. In 
29 cities—Chicago, Milwaukee, Atlanta, 
Jacksonville (Fla.), Birmingham, New 
Orleans, Memphis, Denver, Albany, 
Charlotte, Dayton, El Paso, Little Rock, 
Miami, Oklahoma City, Omaha, Peoria, 
Providence, Pueblo, Reading (Pa.), 
Salt Lake City, San Antonio, Syracuse, 
Tampa, Toledo, Waterbury (Conn.), 
Wichita, Worcester, and Youngstown— 
banks held 10 per cent and less in com- 
parison with the holdings of finance 
companies. 

The report contains estimates, ac- 
cepted as reliable by the industries in- 
volved, indicating that, in addition to 
the retail installment paper held by 
sales finance companies, approximately 
$1,000,000,000 of personal loan in- 
debtedness is held by personal finance 
companies, industrial banks, codperative 
credit unions and the small-loan depart- 
ments of commercial banks. 

According to the report, the sales 
finance industry employs 27,547 per- 
sons with an annual payroll of $51,- 
230,000. 

© 


Banking is in the throes of evolution, 
and evolution is a stern process. If 
often means that defective institutions 
are supplanted by better ones. Those 
institutions which sanely streamline 
themselves to meet changes and funda- 
mental conditions tend to survive. 
Those that do not, perish and are sup- 
planted by others,—Joseph E. Hughes, 
president, Washington Irving, Trust 
Company, Tarrytown, N. Y. 
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Recent Speeches Given Before National, 
Regional or State Groups — Digested 


or Excerpted for Your Convenience .. . 


“CLOSE RANKS—AND CARRY ON!” 


By Cartes R. REARDON 
President, Illinois Bankers Association, and Vice-President, First National Bank, Joliet, Ill. 


UST after the first of the terrible 
bombing attacks on England, Win- 
ston Churchill—speaking to the 
people of Britain over the radio— 
warned that the worst was still to come. 
Then, in a calm voice, he urged them to 


“CLOSE RANKS—AND CARRY ON!” 


That is the spirit, it seems to me, that 
we must get in this country. In the 
confused, threatened world of today we 
of America must close ranks and 
CARRY ON. If anything, this applies 
even more strongly to banking than it 
does to other lines of business because 
—as we all realize—banking as we 
know it in this country is under attack 
from many sources. 


Recently I heard a former governor 
of Wisconsin—Philip LaFollette—state 
on the “Wake Up America” program 
that about the only hope of restoring 
national prosperity was to nationalize 
the Federal Reserve banks. To a nation- 
wide audience he advocated that Amer- 
ica have the national government take 
over banking and credit. Almost any 
night you can hear similar suggestions 
made over the radio by some so-called 
leader of thought. And almost any day 
you can read the same type of appeal 
in newspapers and magazines. 

Now it is simply impossible—if we 
are to avoid totalitarianism in this coun- 


try—for us to either ignore or appease 
these attacks. We must meet them four- 
square. As bankers we know that it is 
impossible to have nationalized banking 
unless we are willing, at the same time, 
to give up democracy. But, though we 
know these things, we cannot expect the 
laymen to understand them. The idea 
of having the Government take over the 
banking resources of this nation and 
govern credit to individuals and _busi- 
ness houses has an undoubted appeal 
to many persons. We are fooling our- 
selves if we do not realize this fact, and 
find means to combat the fallacious ar- 
guments being foisted on the public. 

In fact, if we do not bestir ourselves 
and take the case of private or com- 
munity banking to the public, we are 
likely some day to find a bill rushed 
through Congress that will—in whole 
or in part—change the entire banking 
structure of this country. So far such 
attempts have failed, but that does not 
mean they will always fail. We have 
in recent years seen legislation passed 
that nobody believed possible a decade 
ago. And we must keep constantly in 
mind that the threat to the American 
system of banking is growing both in 
scope and intensity. 

It is through our state associations, 
and the American Bankers Association, 
that we—as individual bankers—can 
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best “close ranks, and carry on.” That 
is why our public relations programs 
must be broadened, and it is also why 
our legislative watchfulness must be 


PUBLIC OPINION VITAL TO TRUST BUSINESS 


By SamuE. C. WaucH 







continued day in and day out.—From a 
recent address before annual group 


meetings of the Illinois Bankers Asso- 
ciation. 





Executive Vice-President and Trust Officer, First Trust Company, Lincoln, Neb. 


HE job ahead, and the job today 
which gives thoughtful trust men 
genuine concern is simply this: 
what do American citizens think about 
our trust business and what do they 
think about our American way of free 
enterprise and democracy in govern- 
ment such as we have known for over 
a hundred and fifty years? 
If you have the answer to this ques- 
tion, in terms of conditions today, you 
will have drawn into sharp focus our 


biggest job ahead. 


It is true that we have many prob- 
lems in our business. Trust men are 
grappling with these problems. But 
taking the long-range view, no problem 
is of more importance than that of 
achieving favorable public opinion. 


Some of you may feel the importance 
of public opinion is being exaggerated. 
My own personal hope is that you are 
right, but every time my thoughts are 


E are in the midst of world shak- 
ing events. Banking, along with 
every other phase of our civilized 

order, faces an uncertain tomorrow. 

Although ours is a conservative busi- 

ness, we must of necessity be a part of 

the front lines facing the common peril. 

As our civilization meets the dangers of 

this trying time we shall be called on 

to place our banking resources along- 
side the physical and spiritual resources 
of young men who stand. on guard and 
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BANKING PREPARED FOR EMERGENCY 


By Ernest S. WoosLey 
Vice-President, Louisville Trust Company, Louisville, Ky. 





cast across the Atlantic, I shudder in 
the belief that many of us have under- 
estimated the importance and the in- 
fluence of public opinion. 

We might like to draw a sharp divi- 
sion line between public opinion as it 
concerns trust service and public opin- 
ion on economic, social, and political 
affairs. But national and international 
conditions today make this impossible. 
The future of our trust business is too 
closely interwoven with these broader 
tides of events which affect each and 
every one of us. 

Perhaps we have been too busy in 
our efforts to do a good job to take 
the time to tell our story to the public. 
And I honestly think this is a reason- 
able explanation. The time has come 
that the telling about our services 
simply, completely, and frankly, is just 
about as important as doing the job 
well.—From an address at the recent 
ABA convention. 









who perhaps may even make the su- 
preme sacrifice. : 

It is a source of satisfaction to all 
of us that we are better prepared to 
meet any emergency than ever before 
in our history. Looking: at our com- 
posite picture we are strong. We are 
liquid. Out of 65 billion dollars of 
deposits, we have 23 billions in cash, 
and 20 billions in ‘Government secu- 
rities. This is a highly desirable posi- 
tion because banking, no more than the 
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nation, can meet a fighting world with- 
out being prepared. It would be just 
as dangerous for us to set out to meet 
turbulent economic conditions without 
being strong and capable as it would 
for this nation to challenge some for- 
eign military power without being pre- 
pared to fight. 

We must continue to lay up strength 
for the exigencies of the times. We 
must prepare by knowing our banks 


better. We must prepare by building 
up impregnable strength, for out of 
such strength only can come the re- 
serves to absorb losses incurred in times 
when our risks are greater. We must 
prepare by the conduct of our business 
so that the public may sense the un- 
selfishness and honesty of our purpose 
and may approve our source of action. 
—From an address before the recent 
ABA convention. 


VOLUNTARY SAVINGS STIMULATION NEEDED 


By Cuinton B. AxForpD 
Editor, The American Banker, New York City 


HE country needs, more than ever 

today, a national savings movement 

to promote the voluntary accumula- 
tion of savings to help finance defense 
and ultimately fund as permanent in- 
vestments the floating debt left in banks 
by the ’20s and ’30s. Financed by sav- 
ings, defense expenditures need not lead 
to inflation and ultimate collapse and 
deflation and probably dictatorship. 

If we continue to finance our national 
debt expansion by bank credit, no 
power on earth can protect us from ul- 
timate monetary disaster. 

The democratic way is the way of 
voluntary savings and locally controlled 
savings institutions, not the way of regi- 


mented savings and Government-con- 
trolled payroll deductions such as are 
the rule in the dictatorship countries. 
Leadership in giving the nation an ex- 
panding system of voluntary savings 
should come from the experienced 
ranks of the mutual savings bankers. 
If the mutual savings bankers ignore 
this need, certain Government forces al- 
ready pressing for control of the sav- 
ings of the American people through 
the Social Security System, the Postal 
Savings System, “Baby Bond” sales, 
and other governmentally controlled 
agencies, will take the field by default. 
—From an address at the recent annual 
convention of the Savings Banks Asso- 
ciation of New York. 


LIQUIDITY IN AGRICULTURAL LOANS 
By C. C. NEUMANN 


Executive Vice-President, Farmers and Merchants Bank, Oakland, Neb. 


N installment finance, we as bankers 
should ask the question and know 
the answer as to how the paper is 
going to be liquidated. Therefore, we 
should set up the payments at a pre- 
determined amount, and should not 
make the loan without reasonable cer- 
tainty that the contract will be fulfilled. 
Therein lies the secret of success that 
has been attained in installment finance. 
But in the years past country banks 
have made loans to farmers with no 
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definite understanding as to the manner 
of reduction and payment. They have 
often depended on a favorable set of 
circumstances for liquidity, with the re- 
sult that the original term of payment 
has often drifted into years, sometimes 
with disastrous results to both the bor- 
rower and the banker. One thing seems 
certain: if we as country bankers do 
not expect reasonable liquidity in our 
note case during normal times and un- 


der average conditions, all that can be 
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expected in times of stress is forced 
liquidation. 

No elaborate credit system need be 
used. There should be a loose-leaf lia- 
bility ledger in which each loan to a 
farmer is posted and along with it a 
notation as to its manner of payment 
at maturity. °-You can check back on a 
liability ledger for years, and trace the 
method of payment from the notations 
on most agricultural loan accounts. It 
is a history of the borrower’s judgment 
and ability to carry out his contract, 
and a record of performance upon 
which the bank examiner can pass 
sound judgment on the line of credit 
extended, and it is final proof of the 
borrower’s ability to pay. 


But do not expect the bank examiner 
to pass the loan if payments are diverted 
to other things first and any balance 
applied to-the note later. If that is 
done, your record is broken and useless 
for the purpose intended—and I mean 
this literally. The proceeds from the 
sale of livestock, for example, for which 
we have advanced the purchase price, 
must first be applied to liquidate the 
original indebtedness. It makes no dif- 
ference whether the note is secured or 
unsecured, or what the financial status 
of the borrower may be, the notation 
rule should never be broken.—From an 


address before the recent ABA conven- 
tion. 


RESPONSIBILITIES IN LIQUIDATION 
By C. C. JAcoBsEN 


Director, Regional Agricultural Credit Division, Farm Credit .Administration, 
Washington, D. C. 


SHOULD like to express an opinion 

of the prevailing method used in 

disposing of the residue of the assets 
to close a receivership or to wind up 
the affairs of a corporation. Recently 
I noticed in a Washington newspaper 
that for the sum of $150 an attorney 
has purchased uncollected bank assets 
with a face value of more than $600,- 
000 at such a sale. The amount ob- 
tained at the sale will not pay depositors 
over 10 cents each. The sale, however, 
will permit the purchaser to—and it is 
not unlikely that he will—reduce all 
such indebtedness to judgment, figuring 
that some debtors will eventually in- 
herit property upon the death of rela- 
tives or that the judgment, even though 
uncollectible, will have a nuisance 
value. The debtors, many among them 
being unable to pay because of circum- 
stances beyond their control, are thus 
deprived of a chance of financial re- 
habilitation. The liquidating agency 
should forget the small amount avail- 
able, and in so doing assist the debtors 
in their efforts toward rehabilitation 
and to become substantial citizens. A 
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remedy for this condition can be worked 
out. 

You may say that this borders on so- 
cial work, and perhaps it does, but when 
all is said and done, isn’t a bank one 
of the most potent and useful of our 
social agencies? So it is and so it 
should be. However, the value of a 
bank as a protective and efficient social 
agency, working for the good of the 
community interest depends entirely 
upon the farsighted and intelligent man- 
ner in which its affairs are administered. 
After all, in the lending and collection 
of money, the immediate returns or ad- 
vantages should not be the sole objec- 
tives. A span of years is but a short 
time in the corporate existence of. a 
good bank in a community. A long 
range viewpoint, a policy of helpfulness, 
and a humanitarian outlook will do 
much to build up and improve the rural 
and urban communities and pay big 
dividends in the lives and spirit of the 
community and the development of its 
social, industrial and economic future. 
—From a recent address at the Iowa 
Bankers Association convention. 
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Peet leet and 
)) Public Relations 


Digests of Recent Ideas, Campaigns, 


Two American Privileges 


is the caption of a trust message 
carried on the back of the recent state- 
ment of condition issued by the State 
Street Trust Company, Boston, Mass. 
Copy of this timely message reads: 

“American citizens have two import- 
ant personal rights which are too often 
neglected but which should be consid- 
ered as serious obligations to be care- 
fully exercised. 

“One is the right to express, through 
their votes, their wishes as to the con- 
duct of public affairs and their selec- 
tion of individuals best qualified to 
serve honestly and efficiently. 

“The other is the right to express, 
through their wills, their wishes as to 
the conduct of their personal affairs and 
their selection of an executor-trustee 
best qualified to serve honestly and effi- 
ciently. 

“We strongly urge that you exercise 
both of these important privileges.” 


Fifty Destroyers 


is the timely title of a trust folder 
recently issued by the State-Planters 
Bank and Trust Company, Richmond, 
Va. Copy ties up the news with trust 
service as follows: 

“Fifty destroyers today may be vitally 
important in the defense of a great em- 
pire. 

“Fifty words tomorrow—carefully 
chosen and incorporated in your will— 
may be just as vital to the conservation 


Advertisements, etc. 


of your estate, to the comfort and hap- 
piness of your family. 

“Constantly rising taxes and incred- 
ibly rapid changes in world economic 
conditions make the development and 
maintenance of up-to-date estate con- 


“EYE-CATCHERS” 


These bank ad heads caught our 
eye and made us read the ad. How 
about you? 


Let’s Paint the Car 
in Stripes 
—State-Planters Bank and Trust 
Company, Richmond, Va. 


Nothing in the ‘‘Kitty’’.. 
—Fort Wayne National Bank, 
Fort Wayne, Indiana. 


Two Billion Dollars Loaned 
. A Promise Kept 
—Bank of America, N. T. & 
S. A., San Francisco, Calif. 


Bricklayers Don’t Build Boats 


—The Fort Worth National 
Bank, Fort Worth, Texas. 


The Mysterious Disappearance 
of the Negotiable Assets 
—St. Louis Union Trust Com- 
pany, St. Louis, Missouri. 
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servation plans more necessary today 
than ever before. 

“You spend your lifetime building an 
estate—spend a few hours planning to 
safeguard it. 

“And remember—the facilities of this 
seventy-five year old institution stand 
ever ready to carry out your plans for 
making your estate serve the purposes 
for which you created it.” 


**Forty-Six Wall’’ 


is the title of a booklet issued by 
The Commercial National Bank and 
Trust Company of New York, New York 
City, describing their new banking 
quarters at that address. Illustrated 
with six beautiful drawings by Floyd 
Yewell, the booklet contains a very brief 
description of the new quarters, and 
lists officers, directors and facilities of 
the institution. 


Great Smoky Token 


The First National Bank and Trust 
Company, Asheville, North Carolina, re- 
cently celebrated the dedication of the 
Great Smoky Mountains National Park 
by issuing an oxidized silver token 
about the size of a half dollar. On one 
side of the token is the bank’s ad, which 
is their standard design used on checks 
and all advertising material. On the 
reverse side is the inscription “Ashe- 
ville Eastern Gateway Great Smoky 
Mountains National Park, Dedicated 
Sept. 22, 1940, by Franklin D. Roose- 
velt, President, U. S. A.” The bank 


has placed several thousand of these 
tokens through its directors, stockhold- 
ers and friends, and through corre- 
spondent banks, the plan meeting with 
enthusiastic response by civic. leaders 
and the bank’s customers. The first 
token was presented to: Mayor Holmes 
Bryson of Asheville by Burnham S. 
Colburn, president of the bank. The 
First National was chartered in 1933, 
and has over $4,000,000 on deposit. 


Football and Banking 


A timely seasonal note is struck on 
the front page of the Fort Madison Sav- 
ings Bank News, monthly publication 
issued by the Fort Madison Savings 
Bank, Fort Madison, Iowa. An illus- 
tration shows a football field, with op- 
posing teams clashing. One goal post 
is labeled “No Funds,” the other 
“$1,000 Bank Account,” while the yard 
lines represent increasing bank balances 
up to $1,000. The players themselves 
represent good and: bad habits. Copy 
reads: 

“Life is like a football game between 
the rival elevens of failure and success. 
In the scene at the right not all of the 
players may be identified, but our artist 
has indicated the most familiar first- 
string men. The gains of the Success 
Team are made with deposits (note the 
yard lines) and its goal is $1,000 Bank 
Account. The ‘gains’ of the Failure 
Team are really losses, and its goal is 
No Funds. With no halves or quarters 
and little ‘time out,’ this contest goes 
on until one team triumphs. Vital to 


Full size reproduction of the oxidized silver token issued 

by the First National Bank & Trust Company, Asheville, 

North Carolina, in commemoration of the recent dedica- 

tion of the Great Smoky Mountains National Park by 
President Roosevelt. 
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each of us is the victory of success. To 
win, the Success Team needs the inner 
you for its captain. Get in the game!” 


Golden Anniversary Booklet 


In celebration of its golden anniver- 
sary, the Citizens National Trust and 
Savings Bank of Los Angeles, Calif., 
recently issued a booklet tracing the 
history and growth of the bank during 
its half-century of service. In addition 
to this information, illustrated with 
drawings of buildings occupied by the 
bank, the latest statement of condition 
is included, officers, directors and 
branches are listed, and a brief sum- 
mary of the bank’s various services is 
given. 


Diamond Jubilee 


An attractive booklet has been issued 
hy the First National Bank, Atlanta, 
Georgia, as part of its “Diamond Jubi- 
lee” anniversary celebration. Dozens of 
photos show early scenes in Atlanta, 
past officers and directors, present offi- 
cers and directors, etc. The bank’s 
various mergers, its remarkable growth, 
and other historic details are briefly 
summarized. 


Draftee Loan Policy 


Under the caption “Our Consumer 
Credit Policy to Men Eligible for Mili- 
tary Service,” The Cleveland Trust 
Company, Cleveland, Ohio, states in a 
recent newspaper ad: 

“If you now have a Cleveland Trust 
Personal Loan, or have bought an auto- 
mobile or home appliance through the 
Cleveland Trust Purchase Plan, come in 
when you are accepted for military 
service. We will then work out a plan 
that will fit your changed ability to 
pay. 

“As always, The Cleveland Trust 
Company is interested in stimulating 
the healthful growth of business, which 
means sales. But we believe it is not 
good business for any of us to engage 
in untimely and unplanned buying. If 
you need a personal loan, an automo- 
bile, or home appliances, we urge you 


to govern your decision to buy or bor- 
row by the usual standards of necessity 
and ability to pay. 

“The important thing about ALL debt 
is getting OUT of debt. In the interest 
of national preparedness and sound 
business, The Cleveland Trust Company 
is ready to help you.” 


Air Mail Display 


Of general interest as well as spe- 
cifically stressing their world wide 
service is a display in the lobby of the 
Bank of the Manhattan Company, New 
York City. This display contains a 
large envelope with two sheets of paper 
sewn to it, all covered with a total of 
343 air mail stamps after a trip of 
14,219 miles. The envelope, which con- 
tained shipping documents for rubber 
and other East Indian products, was 
forwarded from Batavia, Java, to New 
York City via Singapore, Penang, Ran- 
goon, Hongkong, Manila, Guam, Wake 
Island, Midway Island, Honolulu and 
San Francisco. Explanatory copy in 
the display gives the foregoing informa- 
tion, and states that the trip took 19 
days, and postage amounted to $167.86. 











Powerful illustration, good layout 

and brief, human copy combine to 

make this Cleveland Trust Company 
newspaper ad effective. 
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FAA Convention 


At the 25th annual meeting of the 
Financial Advertisers Association in 
convention at the Homestead, Hot 
Springs, Virginia, October 28 to 31, 
1940, Robert J. Izant, vice-president, 
Central National Bank, Cleveland, Ohio, 
was elected president. He succeeds 
Stephen H. Fifield, vice-president, Bar- 
nett National Bank, Jacksonville, Flor- 
ida, who has presided over the FAA 
for the past twelve months. 

Victor Cullin, assistant secretary, 
Mississippi Valley Trust Company, St. 
Louis, was elected first vice-president. 
L. E. Townsend, assistant vice-president, 
Bank of America, N. T. & S. A., San 
Francisco, became second vice-president. 
Fred W. Mathison, assistant vice-presi- 
dent, National Security Bank, Chicago, 
was reelected treasurer, and Preston E. 
Reed was reelected executive vice-presi- 
dent for the seventeenth year. 

For its silver anniversary convention, 
the FAA brought to Hot Springs a rec- 
ord attendance and twelve nationally 
known leaders in banking, advertising, 


ROBERT J. IZANT 


Who was elected president of the 

Financial Advertisers Association at 

the recent 25th annual convention of 

that organization at Hot Springs, 
Virginia. 


and public relations as speakers. Har- 
ford Powel, New York City public rela- 
tions expert, conducted a classroom 
session for three hours, one each on 
Tuesday, Wednesday and Thursday, 
pointing out secrets for the effective use 
of themes and words in advertising and 
selling. 

Other leading publicists on the pro- 
gram included Chester C. Parlin, former 
research director of the Curtis Publish- 
ing Company; Perry I. Prentice, vice- 
president of Time, Inc.; Price Gilbert, 
advertising manager of the Coca Cola 
Company, Atlanta; E. J. Alexander, 
vice-president, Fuller & Smith & Ross, 
Inc., Cleveland; Robert E. Grove, vice- 
president, Ketchum, McLeod & Grove, 
Pittsburgh; and Lawrence H. Selz of 
Chicago. Donald A. Davis, president 
of General Mills, Inc., led the general 
session on marketing and merchandis- 
ing with an address on selling the 
nation. 

Bankers on the FAA program in- 
cluded Robert M. Hanes, president, 
Wachovia Bank and Trust Company. 
Winston-Salem, North Carolina, and 
past president of the American Bankers 
Association; Benjamin E. Young, vice- 
president, National Bank of Detroit: 
J. Lewell Lafferty, vice-president, Fort 
Worth National Bank, Fort Worth. 
Texas; and Samuel N. Pickard, presi- 
dent, National Manufacturers Bank. 
Neenah, Wisconsin. 


Car in Stripes 


A real attention-getter and thought- 
provoker was the recent newspaper ad 
carried by the State-Planters Bank and 
Trust Company, Richmond, Va., illus- 
trating a car painted in stripes. Under 
the caption “Let’s Paint the Car in 
Stripes,” copy reads: 

“That’s ridiculous, of course! You 
know what paint colors you like, and 
you'd hardly choose stripes. Do you 
pay the same attention to the selection 
of an automobile financing plan? One 
plan may look about the same as an- 
other, but there is a difference.” Copy 
then proceeds to outline the State- 
Planters auto financing plan. 
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BRIEFS 


Items of Interest from Many Sources— 
Condensed for Quick Reading 


268,000. Bank Employes 


The nation’s banking system now em- 
ploys more than 268,000 people, ac- 
cording to a survey made by the Ameri- 
can Institute of Banking. Banks in 
New York State lead those of all other 
states in number of employes, the sur- 
vey reveals. More than 60,000 workers 
are engaged in New York banks, of 
which 46,000 are in Greater New York 
City. Pennsylvania and California rank 
second and third with 23,000 and 22,000 
employes respectively. Illinois banks 
rank fourth with 18,000, and Massachu- 
setts and Ohio are next with 12,000 em- 
ployes each. 


Salaries to Draftees 


At a meeting of the board of direc- 
tors of the First National Bank in Palm 
Beach, and the First National Bank in 
Lake Worth, Florida, it was recently 
decided that any employe who has been 
with either bank for at least two years 
and who is called for military training 
or selective service will be paid the 
same salary for the year of service as 
he was receiving when he left the bank, 
less the amount received from the U. S. 
Government. At the end of the year 
of service, the banks will reemploy such 
persons in the sdme positions, or in 
positions paying the same or larger 
salaries, as when they left the bank. 
Wiley R. Reynolds is president of the 
Palm Beach institution and chairman of 
the board of the Lake Worth bank, 
while Roy E. Garnett is president of 
the latter. 
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North Carolina Banking 


“Trends in North Carolina Banking: 
1939” is the title of a booklet prepared 
by the Research Committee of the North 
Carolina Bankers Association. This 
31-page booklet contains studies of the 
state’s banking assets and liabilities, 
changes in deposits during the year, 
data on earnings and expenses of the 
banks, a review of future prospects, 
and other valuable data. 


Small Loan Experience 


The October issue of The Rotarian 
magazine carries an article “Borrowing 
Till Pay Day,” by M. W. Powers, who 
is in the small loan business in Beckley, 
West Virginia. In straightforward lan- 
guage the author sets forth some of the 
problems he encounters, cites his gross 
returns and average profits experience, 
and helps to humanize this oft-criticized 
business. 


ABA Regional Conference 


The program for the ABA regional 
banking conference to be held in Fort 
Worth, Texas, December 5-6, is nearing 
completion, according to an announce- 
ment by P. D. Houston, president of the 
ABA. The area embraced by this, the 
first of the regional conferences for the 
current season, includes the ten states 
of Arizona, Arkansas, Colorado, Kansas, 
Louisiana, Mississippi, Missouri, New 
Mexico, Oklahoma and Texas. 

Sessions on a variety of banking sub- 
jects will be held morning, afternoon 
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and evening during the two days. The 
conference will close with a public 
meeting for the customers of banks on 
Friday evening. At this public meet- 
ing an address will be delivered by Dr. 
O. C. Carmichael, chancellor of Vander- 
bilt University at Nashville, Tenn., and 
musical selections will be rendered by 
Margaret Speaks, noted soprano, and 
Conrad Thibault, radio’ baritone and 
member of the Metropolitan Grand 
Opera Company. 

A feature of the conference will be a 
series of dramatic skits, to be presented 
by Fort Worth Chapter of the American 
Institute of Banking, entitled “John 
Sterling Finds the Answer,” on Thurs- 
day evening, December 5. These dra- 
matic skits have struck a responsive 
chord upon their presentation in vari- 
ous other cities of the country. 

Walter P. Napier, president of the 
Texas Bankers Association and presi- 
dent of the Alamo National Bank, San 
Antonio, will open the conference on 
Thursday morning, December 5, with 
an address on its theme: “Improved 
Banking Service Through Effective Co- 


operation.” 


More Power to Nickel 


Calling attention to the fact that the 
CheckMaster “no - minimum - balance” 
plan is now five years old, and that 
more than one million depositors in 
banks throughout the country are mak- 
ing use of it, a recent folder issued by 
The National Safety Bank & Trust Com- 
pany, New York City, originators of 
the plan, calls attention to the benefits 
of the plan to industry and the indi- 
vidual. Titled “More Power to Your 
Nickel,” the folder points out that these 
million “no-minimum-balance” deposi- 
tors write approximately 250,000 checks 
each business day, or 75,000,000 an- 
nually, and: “Just to take care of this 
vast activity in pay-as-you-go checking 
departments, banks have increased em- 
ployment materially. The wheels of 
industry have turned longer and faster 
to supply the necessary banking equip- 
ment and machinery; and to furnish 
untold millions of checkbooks, pass- 
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Convention Dates 


NATIONAL 


November 11-15—United States Savings 
and Loan League, Chicago, IIl. 


STATE AND REGIONAL 

November 7-8—ABA Mid-Continent Trust 
Conference, Chicago, Illinois. * 

December 5-6—ABA Regional . Conference, 
Texas Hotel, Forth Worth, Texas. 

December 9-10—Southern Conference of 
Bankers Association Secretaries, Louis- 
ville, Ky. t 

1941 . 

January 20-21—Wisconsin Mid-Winter Con- 
ference, Hotel Pfister, Milwaukee, Wis. 

January 21-23—Missouri Bankers Confer- 
ence, University of Missouri, Columbia, 
Mo. : 

January 23—Connecticut Bankers Associa- 
tion Mid-Winter Banquet. 

January 30—TIllinois Mid-Winter 
Conference, Chicago, Ill. 

February 4-6—ABA Mid-Winter Trust 
Conference, Waldorf-Astoria Hotel, New 
York, N.Y. 

February 10-12—Minnesota Bankers Con- 
ference, University of Minnesota, Minne- 
apolis, Minn. 

February 21—Ohio Bankers Association. 
Mid-Winter Meet, Columbus, Ohio. 


Trust 


books, forms, leaflets, and the innumer- 
able other things required by the 
accounts.” 


© 


THE consumer credit field promises to 
become an avenue through which part 
of our liquidity can be put to work. It 
presents a strong challenge and an op- 


portunity for banks. Like other fields 
of credit, it has its limitations. There 
has been altogether too much competi- 
tive promotion and not enough analysis 
in this field to date. Keen competition 
in banking as well as in other fields of 
business will probably always be with 
us, and let us hope that it will. Compe- 
tition is good for all of us, but compe- 
tition which in the end becomes destruc- 
tive of credit standards and revolves 
solely against the rate structure is 
loaded with dynamite. — Joseph E. 
Hughes, president, The Washington Irv- 
ing Trust Company, Tarrytown, Neu 
York, in a recent address. 
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